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This  report  contains  27  recommendations.    Major  recom- 
mendations are  for  the  department  to: 

»■      Propose  amendments  to  the  Medicaid  state  plan  that  allow 
the  state  to  recover  nearly  $2,000,000  in  federal  Medicaid 
reimbursements  for  state  institutions. 

*■      Deposit  $420,798  in  indirect  cost  recoveries  in  the  General 
Fund. 

►  Improve  accountability  for  cash  flows  and  fund  balances  of 
federal  financial  assistance  programs. 

►  Develop  procedures  to  charge  Medicaid  Waiver  case  man- 
agement costs  at  the  proper  federal  rates  and  obtain  an 
estimated  $32,000  annual  increase  in  reimbursement  for  the 
General  Fund. 
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Summaiy  of  Recommendations 


The  following  is  a  summary  of  recommendations  from  our  financial-compliance  audit  of  the 
Department  of  Social  and  Rehabilitation  Services  and  the  agency's  reply. 


Recommendation  #1 


Recommendation  #2 


We  recommend  the  department  propose 
changes  in  the  Administrative  Rules  of 
Montana  and  the  Medicaid  state  plan  to 
enable  state  institutions  to  recover  all  costs 
allowable  under  Medicaid  regulations.   .  .  . 


Agency  Response:   Concur.   See  page  56. 


We  recommend  the  department  close  the 
Department  of  Community  Affairs  grants 
and  deposit  the  indirect  cost  reimburse- 
ments in  the  General  Fund 


Agency  Response:  Concur.  See  page  57. 


Recommendation  #3 


We  recommend  the  department: 

A.  Adopt  procedures  to  ensure  the  state's 
accounting  records  support  federal 
reports. 

Agency  Response:  Concur.  See  page  57. 

B.  Request  $6,749  in  reimbursement  for 
underreported  Aid  to  Families  With 
Dependent  Children  funds. 

Agency  Response:  Concur.  See  page  57. 

C.  Submit  federal  reports  in  a  timely  manner. 
Agency  Response:  Concur.  See  page  57. 
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Recommendation  #4 


We  recommend  the  department  implement 
procedures  to  ensure  compliance  with 
federal  cash  management  regulations 


Agency  Response:  Concur.  See  page  57. 
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Summary  of  Recommendations 

Recommendation  #5  We  recommend  the  department: 

A.  Report  all  quality  control  errors  as 
required  by  federal  regulations. 

Agency  Response:  Concur.  See  page  57. 

B.  Ensure  eligibility  technicians  and  qual- 
ity control  reviewers  verify  vehicle 
ownership,  license,  use  status,  and  value 

as  required  by  federal  regulations 12 

Agency  Response:  Concur.  See  page  57. 

Recommendation  #6  We  recommend  the  department  monitor 

financial  records  to  ensure  the  Low  Income 
Home  Energy  Assistance  Program  reallo- 
cation complies  with  federal  regulations 13 

Agency  Response:  Concur.  See  page  58. 

Recommendation  #7  We  recommend  the  department  maintain 

only  one  food  commodity  inventory  record 

keeping  system 14 

Agency  Response:  Concur.  See  page  58. 


Recommendation  #8 


We  recommend  the  department: 


A.    Implement  signature  approval  for  all 
commodity  distributions. 

Agency  Response:   Concur.  See  page  58. 


B.     Require  its  employees  to  follow  pre- 
scribed commodity  distribution  record 
keeping  procedures 
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Agency  Response:   Concur.  See  page  58. 


Recommendation  #9 


We  recommend  the  department  maintain 
current  contracts  for  subrecipients  receiv- 
ing food  commodity  distributions 


16 


Agency  Response:   Concur.  See  page  58. 
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Summary  of  Recommendations 


Recommendation  #10 


We  recommend  the  department  obtain  and 
review  audit  reports  of  tribal  govern- 
ments as  required  by  0MB  Circular  A- 128. 

Agency  Response:  Concur.  See  page  58. 
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Recommendation  #1 1 


Recommendation  #12 


Recommendation  #13 


Recommendation  #14 


Recommendation  #15 


We  recommend  the  department  maintain 
adequate  internal  controls  over  food  stamp 
issuances 


19 


Agency  Response:  Concur.  See  page  59. 


We  recommend  the  department  comply 
with  federal  regulations  concerning  food 
stamp  issuance  and  inventory  levels.    .  .  . 
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Agency  Response:   Concur.  See  page  59. 


We  recommend  the  department  implement 
procedures  to  ensure  it  receives  reimburse- 
ment of  case  management  costs  for  develop- 
mental disability  waiver  recipients  at  the 
proper  Medicaid  rate 


21 


Agency  Response:   Concur.  See  page  59. 


We  recommend  the  department  seek  written 
federal  approval  to  operate  the  elderly  and 
handicapped  waiver  on  a  federal  or  state 
fiscal  year  to  reduce  operating  costs 


22 


Agency  Response:  Concur.  See  page  60. 


We  recommend  the  department  communi- 
cate control  procedures  for  authorization 
of  elderly  and  handicapped  waiver  expendi- 
tures to  contractors  and  ensure  contractors 
implement  them  effectively 


24 


Agency  Response:   Concur.  See  page  60. 
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Summary  of  Recommendations 

RRCommendation  #16  We  recommend  the  department  segregate 

incompatible  staff  duties  to  improve  the 
security  of  Contingent  Revolving  Fund 
moneys ^" 

Agency  Response:   Concur.   See  page  60. 

Recommendation  #17  We  recommend  the  department  ensure  that 

CRF  transactions  are  valid  by  comparing 
the  processed  check  list  to  CRF  check  logs 
at  each  county ^' 

Agency  Response:   Concur.   See  page  60. 

Recommendation  #18  We  recommend  the  department  accrue 

expenditures  only  for  valid  obligations  as 

required  by  state  accounting  policy 28 

Agency  Response:   Concur.   See  page  61. 

Recommendation  #19  We  recommend  the  department  comply 

with  appropriation  laws  regarding 
operating  budget  limitations 28 

Agency  Response:   Concur.   See  page  61. 


Recommendation  #20 


We  recommend  the  department: 


A.  Limit  computer  access  of  its  program- 
mers to  the  systems  the  individuals  are 
assigned  to  maintain. 

Agency  Response:   Partially  Concur.   See  page  61. 


B.  Ensure  the  access  of  programmers  out- 
side the  department  is  cancelled  when 
their  work  is  completed 


31 


Agency  Response:  Concur.  See  page  61. 
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Summary  of  Recommendations 


Recommendation  #21 


We  recommend  the  department  segregate 

the  security  officer  function  from  other 

EDP  functions 32 


Recommendation  #22 


Agency  Response:   Concur.   See  page  61. 


We  recommend  the  department  test  its 
EDP  backup  and  recovery  plans  for  its  crit- 
ical mainframe  applications 


32 


Agency  Response:   Concur.   See  page  62. 


Recommendation  #23 


We  recommend  the  department: 


A.  Analyze  and  correct  account  balances 
in  the  federal  Special  Revenue  Fund. 

Agency  Response:  Concur.  See  page  62. 

B.  Reconcile  cash  in  the  federal  account- 
ing entity  to  identify  the  nonfederal  cash. 


34 


Agency  Response:   Partially  Concur.  See  page  62. 


Recommendation  #24 


We  recommend  the  department: 


A.  Implement  procedures  to  improve  com- 
munication among  personnel  involved 
in  accounting  for  fixed  assets. 

Agency  Response:  Concur.  See  page  63. 

B.  Provide  training  in  accounting  for 
fixed  assets  to  personnel  involved  in 
fixed  asset  control 


35 


Agency  Response:   Concur.   See  page  63. 


Recommendation  #25 


We  recommend  the  department  properly 
record  transactions  in  compliance  with 
state  law 


38 


Agency  Response:   Concur.  See  page  63. 
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Summaiy  of  Recommendations 


Recommendation  #26  We  recommend  the  department  transfer 

$20,686  in  statewide  cost  allocation  plan 
reimbursements  to  the  General  Fund  as 
required  by  state  policy 39 

Agency  Response:   Do  Not  Concur.   See  page  63. 

Recommendation  #27  We  recommend  the  department  ensure  con- 
tractors furnish  proof  of  Workers'  Compen- 
sation Insurance  coverage 40 

Agency  Response:   Concur.   See  page  64. 
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Introduction 


Introdaction  and  Scope 
of  Audit 


We  performed  a  financial-compliance  audit  of  the  Department 
of  Social  and  Rehabilitation  Services  (SRS)  for  the  two  fiscal 
years  ended  June  30,  1989.   The  objectives  of  the  audit  were  to: 

1.  Review  the  adequacy  of  the  management  information 
system  and  make  recommendations  for  the  improve- 
ment of  management  and  internal  controls  of  the 
department. 

2.  Determine  if  the  department  complied  with  applicable 
state  and  federal  laws  and  regulations. 

3.  Determine  if  the  department's  financial  schedules  pre- 
sent fairly,  in  accordance  with  state  accounting  policy, 
the  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  1989. 

4.  Determine  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  27  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management,  internal  controls,  accounting  procedures, 
and  compliance  with  laws  and  regulations.   Other  concerns 
deemed  not  to  have  a  significant  effect  on  the  successful 
operations  of  department  programs  are  not  specifically  included 
in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the 
recommendations  in  this  report. 


Background 


The  legislature  created  the  Department  of  Social  and 
Rehabilitation  Services  (SRS)  as  a  multi-function  human 
services  agency  under  the  Executive  Reorganization  Act  of 
1971.   SRS  provides: 

1.      Assistance  to  qualified  individuals  or  families;  for 
example,  general  assistance,  food  stamps,  food 
commodities,  and  aid  to  families  with  dependent 
children  (AFDC). 
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2.  Medical  assistance. 

3.  Medical  and  educational  assistance  to  the  develop- 
mentally  disabled  and  the  physically  handicapped. 

4.  Rehabilitation  of  the  vocationally  and  visually 
handicapped. 

5.  Child  support  enforcement  assistance. 

In  September  1989,  SRS  management  reorganized  the  depart- 
ment into  six  divisions.   The  reorganization  also  created  a 
budget  and  program  planning  section  within  the  director's 
office.   In  addition  to  budgeting  and  program  planning,  this 
section  is  responsible   for  coordinating  all  department  electronic 
data  processing  projects.   These  include  development  of  The 
Economic  Assistance  Management  System  (TEAMS)  and 
revisions  of  the  Medicaid  Management  Information  System 
(MMIS). 

The  Family  Assistance  Division  manages  and  supervises  a 
number  of  programs  which  receive  appropriations  from  the  state 
legislature  but  are  administered  at  the  local  level.   The  division's 
responsibility  for  the  assistance  programs  includes  developing 
policies  and  procedures  which  comply  with  state  and  federal 
laws  and  regulations.   The  division  also  supervises  the 
implementation  of  these  programs  at  the  local  level.  SRS  offices 
located  in  the  counties  administer  the  assistance  programs. 

The  Medicaid  Services  Division  ensures  that  those  individuals 
who  require  medical  services  but  are  not  able  to  afford 
appropriate  care,  receive  adequate  care  and  services.   The 
division  administers  the  Medicaid  program  and  the  state  medical 
portion  of  the  state  general  relief  assistance  program. 

The  Developmental  Disabilities  Division  contracts  with 
nonprofit  organizations  to  provide  services  to  developmentally 
disabled  people.   The  developmental  disabilities  program  is 
responsible  for  administration  of  the  state's  community  based 
programs  for  individuals  disabled  by  epilepsy,  autism,  mental 
retardation,  and  conditions  closely  related  to  mental  retardation 
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if  the  disability  occurred  before  the  person  reached  the  age  of 
18. 

In  the  Rehabilitative/Visual  Services  Division,  SRS  provides 
services  to  vocational  and  visually  handicapped  Montanans. 
Some  of  the  services  include  diagnostic  evaluations,  counseling, 
job  training,  job  placement,  independent  living,  extended 
employment,  and  supportive  employment. 

The  Child  Support  Enforcement  Division  establishes  the 
paternity  of  children,  locates  parents  who  have  left  their 
families,  establishes  absent  parents'  legal  support  obligations, 
and  enforces  those  obligations.  Services  are  provided  to  AFDC 
recipients  and  to  families  not  receiving  public  assistance.   Such 
services  are  made  available  to  Montana  residents  and  to  out-of- 
state  families. 

The  Support  Services  Division  provides  administrative  and  fiscal 
support  for  the  department.   The  division  also  administers  the 
quality  control  review  process  associated  with  economic 
assistance  programs  and  oversees  audits  of  service  providers. 
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Prior  Audit  Recommendations 


Prior  Audit  Our  office  performed  the  department's  financial-compliance 

Recommendations  audit  for  the  two  fiscal  years  ended  June  30,  1987.  The  report 

contained  29  recommendations  applicable  to  the  department. 
The  department  implemented  eleven  recommendations,  partially 
implemented  twelve,  and  did  not  implement  five.   One  reco- 
mmendation is  no  longer  applicable  to  the  department.   The 
recommendations  not  implemented  relate  to  closing  the  Depart- 
ment of  Community  Affairs  grants  (page  6),  analyzing  account 
balances  in  the  federal  Special  Revenue  Fund  (page  33), 
maintaining  current  contracts  for  subrecipients  of  food 
commodities  (page  15),  requiring  signature  approval  of  food 
commodity  requisitions  (page  14),  and  improving  electronic  data 
processing  access  controls  (page  29). 

As  requested  by  the  Legislative  Audit  Committee,  the 
department  provided  a  written  report  on  the  implementation 
status  of  prior  audit  recommendations  to  the  Committee  in 
September  1988.   Of  the  five  recommendations  listed  above  as 
not  implemented,  the  department  reported  that  two  of  the 
recommendations  were  implemented,  two  were  partially 
implemented,  and  one  was  not  implemented,  but  said  it  would 
be  implemented  before  the  end  of  fiscal  year  1988-89. 
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Findings  and  Recommendations 


Medicaid  Reimburse- 
ment for  Certain 
Institutions 


The  Montana  Developmental  Center  (MDC)  and  Eastmont 
Human  Services  Center  (EHSC)  receive  reimbursements  under 
the  Medicaid  (CFDA  #13.714)  program  as  intermediate  care 
facilities  for  the  mentally  retarded  (ICF-MR).   Facilities 
providing  ICF-MR  care  are  eligible  to  receive  Medicaid  per 
diem  payments  at  a  cost-based  rate.  The  above  two  institutions 
did  not  recover  the  full  amount  of  reimbursement  allowed  by 
the  federal  government  because  SRS  limited  rate  increases  to 
nine  percent  a  year  through  the  administrative  rule  process.   The 
nine  percent  limit  on  ICF-MR  rate  increases  was  established  to 
save  General  Fund  money  by  restricting  the  state  and  federal 
share  to  a  nine  percent  increase.   However,  when  the  limit  was 
established,  SRS  did  not  consider  the  effect  on  state  institutions 
which  are  funded  primarily  with  General  Fund  money.   As  a 
result  of  SRS  policy,  the  state  lost  federal  reimbursements  for  an 
estimated  $1,079,000  in  allowable  ICF-MR  costs  over  the  past 
three  fiscal  years. 


Federal  regulations  only  require  that  the  match  be  met  with 
funds  received  from  other  than  federal  sources.  If  the  state  or 
another  provider  can  furnish  matching  funds  for  ICF-MR 
services,  SRS  rules  should  allow  disbursing  federal  funds  to  the 
provider  to  cover  full  allowable  costs.   We  determined  that 
sufficient  General  Fund  expenditure  effort  occurred  at  both 
MDC  and  EHSC  to  match  federal  funds  for  all  allowable  per 
diem  costs. 

The  department  disburses  Medicaid  reimbursements  to  the 
institutions  based  on  interim  rates  established  in  the 
Administrative  Rules  of  Montana  (ARM).   The  interim  payment 
rates  are  based  on  estimates.   Actual  payment  rates  are  not  final 
until  desk  reviews  and  settlements  are  completed.   The  rates 
have  not  been  finalized  for  the  fiscal  years  1986-87,  1987-88, 
and  1988-89.   Section  46.12.1204  ARM  provides  procedures  for 
adjusting  the  interim  payment  rate.   Because  final  settlement  for 
these  years  has  not  occurred,  it  may  be  possible  to  implement 
regulations  to  enable  the  state  to  recover  the  $1,079,000  of 
allowable  costs  noted  above. 
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We  believe  SRS  may  initiate  changes  to  the  ARM  and  the 
Medicaid  state  plan  to  ensure  that  MDC  and  Eastmont  receive 
reimbursements  based  on  their  costs.   The  department  can 
propose  changes  to  the  ARM  and  the  Medicaid  plan  which  allow 
for  the  disbursement  of  the  federal  Medicaid  matching  funds  if 
the  ICF-MR  provider  can  provide  matching  funds  from  nonfed- 
eral sources.  Since  the  current  state  Medicaid  plan  refers  to  the 
ARM  section  on  payment  rates,  SRS  must  also  submit  the  new 
regulation  to  the  federal  Health  Care  Financing  Agency  (HCFA) 
as  an  amendment  to  the  state  Medicaid  plan.   The  effective  date 
of  any  proposed  rule  changes  should  be  contingent  upon  final 
approval  of  the  Medicaid  amendment  by  federal  officials. 

Department  management  indicated  SRS  will  propose  changes  in 
the  ARM  and  state  plan  to  ensure  maximum  reimbursement 
during  current  and  future  periods.   A  department  official 
indicated  HCFA  has  approved  the  department's  request  to  use 
fiscal  year  1988-89  as  a  base  year  for  costs.   This  change  could 
enable  the  state  to  recover  $715,000  in  costs  incurred  at  MDC  in 
fiscal  year  1988-89.   In  addition  to  the  potential  recovery  of  the 
$1,079,000  discussed  above,  we  estimate  these  changes  may 
enable  the  state  to  recover  $826,000  for  the  General  Fund  in 
fiscal  year  1989-90. 


Recommendation  #1 

We  recommend  the  department  propose  changes  in  the 
Administrative  Rules  of  Montana  and  the  Medicaid  state 
plan  to  enable  state  institutions  to  recover  all  costs 
allowable  under  Medicaid  regulations. 


Grant  Close  Out  When  the  Montana  Department  of  Community  Affairs  (DCA) 

merged  into  the  Department  of  Commerce  in  1981,  SRS  assumed 
administrative  responsibility  for  certain  grants.   These  grants 
include  the  Low  Income  Housing  Energy  Assistance  program 
(CFDA  #13.789)  and  the  Weatherization  program  (CFDA 
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#81.042)  presently  administered  by  the  department.  The 
responsibility  included  monitoring  subrecipient  final  reports  and 
collecting  unused  subrecipient  grant  funds.   During  our  last 
audit,  agency  personnel  estimated  that  the  state  expended  and 
could  recover  from  the  federal  government  $463,169  for  indirect 
costs  on  these  grants.  The  personnel  believed  that  the  $463,169 
could  be  transferred  to  the  General  Fund  when  the  grants  are 
closed.   Although  the  department  concurred  with  our  recom- 
mendation to  close  the  grants  and  deposit  the  indirect  cost 
reimbursements  in  the  General  Fund,  SRS  still  has  a  cash 
balance  of  $420,798  in  the  Special  Revenue  Fund  connected 
with  these  grants. 

SRS  has  not  completed  the  recovery  process  by  closing  the 
grants  and  depositing  the  money  in  the  General  Fund.   State  law 
requires  grantee  agencies  to  negotiate  indirect  cost  rates  and 
endeavor,  to  the  fullest  extent  possible,  to  recover  indirect  costs 
of  federal  assistance  programs.   In  October  1983,  SRS  manage- 
ment directed  its  fiscal  bureau  staff  to  contact  federal  program 
auditors  and  submit  a  written  claim  for  indirect  cost  moneys.   A 
department  official  said  federal  personnel  were  contacted  by 
phone  several  years  ago,  and  again  in  the  past  year.   Federal 
officials  involved  with  one  of  the  grants  responded  in  June 
1989.   However,  the  department  has  not  been  contacted  by 
federal  agencies  concerning  closeouts  of  the  other  Community 
Affairs  grants.  The  department  official  said  SRS  did  not  initiate 
additional  actions  during  the  audit  period  because  the  individual 
assigned  the  task  was  delegated  other  administrative  duties. 


Rggommcndatiop  #2 

We  recommend  the  department  close  the  Department  of 
Community  Affairs  grants  and  deposit  the  Indirect  cost 
reimbursements  in  the  General  Fund. 
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Federal  Program 
Compliance  and 
Management 


The  federal  Single  Audit  Act  of  1984  requires  auditors  of  state 
governments  to  test  compliance  with  federal  laws  and  regula- 
tions which  apply  to  the  operation  and  management  of  major 
federal  assistance  programs.   Major  federal  assistance  programs 
for  the  state  of  Montana  are  defined  in  federal  law  as  any 
program  for  which  federal  expenditures  exceed  $3  million  in  a 
fiscal  year.   At  SRS,  we  specifically  tested  compliance  and 
expenditure  allowability  for  the  Medicaid  Program,  the  Food 
Distribution  Program,  the  Food  Stamps  Program,  the  Low 
Income  Home  Energy  Assistance  Program  (LIHEAP),  the  Social 
Services  Block  Grant,  and  the  Aid  to  Families  with  Dependent 
Children  (AFDC)  program. 


To  comply  with  federal  audit  requirements  our  report  discloses 
all  federal  compliance  issues  identified  during  the  audit.   These 
federal  compliance  issues  are  discussed  on  pages  8  through  24  of 
this  report.  Sections  which  address  findings  related  to  specific 
federal  assistance  programs  identify  the  program  by  its  Catalog 
of  Domestic  Federal  Assistance  (CFDA)  number.   Federal 
officials  requested  that  the  CFDA  numbers  be  included  with 
federal  compliance  findings  where  appropriate. 


Federal  Reports 


The  federal  government  requires  state  agencies  to  report 
periodically  on  the  financial  status  of  grants  received  by  the 
state.   As  a  recipient  of  federal  financial  assistance,  the 
department  is  required  by  federal  regulations  to  account  for 
grant  funds  in  the  same  way  it  accounts  for  its  other  funds.   To 
ensure  federal  expenditures  are  properly  reported,  these 
expenditures  should  be  supported  by  the  state's  accounting 
records. 


Federal  financial  reports  for  the  Medicaid  program  did  not 
include  all  financial  information  connected  with  the 
developmental  disabilities  medicaid  waiver  program  (CFDA 
#13.714).   Prior  year  adjustments  shown  on  the  state's 
accounting  records  were  not  included  on  the  federal  financial 
reports.  These  prior  year  adjustments  would  have  reduced 
Medicaid  program  expenditures.   As  a  result,  the  department 
reported  $39,837  and  $48,409  in  excess  of  the  federal  share  of 
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Medicaid  expenditures  for  fiscal  years  1987-88  and  1988-89 
respectively.   According  to  department  personnel  who  prepared 
the  reports,  the  department  used  expenditure  data  from  the 
department's  data  base  system  rather  than  from  the  financial 
accounting  system.   We  question  the  allowability  of  $88,246  in 
Medicaid  program  expenditures. 

We  also  noted  other  instances  where  financial  information  in 
reports  to  the  federal  government  were  not  supported  by  the 
state's  accounting  records.   In  fiscal  year  1987-88,  Food  Stamp 
(CFDA  #10.561)  operations  expenditures  were  overstated  by 
$6,856  on  the  federal  report.   In  addition.  Aid  to  Families  with 
Dependent  Children  (CFDA  #13.780)  expenditures  were 
understated  by  $13,498  in  fiscal  year  1988-89  on  the  federal 
report.   As  a  result,  the  federal  share  of  program  costs  reported 
to  the  federal  government  was  overstated  by  $3,428  for  Food 
Stamps  and  understated  by  $6,749  for  AFDC.    We  question 
$3,428  in  food  stamp  costs.   Department  personnel  attributed 
these  situations  to  human  error. 

The  department  prepares  an  annual  report  on  the  Elderly  and 
Handicapped  Medicaid  Waiver  (CFDA  #13.714).   We 
determined  that  the  waiver  expenditures  reported  in  the  1986-87 
and  1987-88  waiver  fiscal  years  were  less  than  those  recorded  on 
the  state's  accounting  records  by  $12,878  and  $463,533, 
respectively.  The  department  filed  an  amended  report  for  the 
1987-88  waiver  year.   A  department  official  said  this  difference 
was  caused  by  a  computer  programming  error.   The  official 
attributed  the  other  difference  to  the  timing  of  adjustments  and 
to  the  use  of  a  fiscal  year  other  than  that  used  by  the  state  or 
the  federal  government  for  the  waiver  program.   We  discuss  the 
waiver  fiscal  year  on  page  21.   We  also  noted  that  the  1987-88 
annual  report  was  submitted  30  days  later  than  the  date 
specified  in  federal  regulations.   A  department  manager  said 
employee  turnover  delayed  completion  of  the  report. 
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Recommendation  #3 

We  recommend  the  department: 

A.  Adopt  procedures  to  ensure  the  state's  accounting 
records  support  federal  reports. 

B.  Request  $6,749  in  reimbursement  for 
underreported  Aid  to  Families  with  Dependent 
Children  funds. 

C.  Submit  federal  reports  in  a  timely  manner. 


Cash  Management  Federal  regulations  require  recipients  of  federal  funds  to 

minimize  the  time  elapsing  between  the  receipt  and 
disbursement  of  federal  cash.    Department  personnel  receive  the 
money  by  electronic  transfer  authorized  under  several  letter  of 
credit  agreements  with  the  federal  government.   All  federal 
moneys  are  deposited  in  one  accounting  entity  in  the 
department's  Special  Revenue  Fund. 

At  the  close  of  fiscal  year  1987-88,  department  personnel 
discovered  that  they  had  drawn  $5,849,056  in  excess  Medicaid 
(CFDA  #13.714)  cash.   The  situation  occurred  because  the 
department  calculates  Medicaid  cash  withdrawals  using  the 
federal  financial  participation  (FFP)  rate  in  effect  for  the  fiscal 
year  in  which  service  claims  are  paid.  The  FFP  rate  for 
Medicaid  expenditures,  however,  is  determined  based  on  the 
date  the  service  was  provided  rather  than  the  date  on  which  the 
service  claims  are  paid.   The  department  should  have  adjusted 
the  cash  withdrawals  to  reflect  the  difference  between  the 
current  FFP  rates  and  date  of  service  FFP  rates.   According  to 
department  officials,  personnel  overlooked  making  the  adjust- 
ment at  fiscal  year-end.   We  observed  that  the  department 
!  reduced  the  excess  federal  cash  balance  in  August  1988  by 

offsetting  the  overdrawn  amounts  against  current  cash  needs. 
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Recommendation  #4 

We  recommend  the  department  implement  procedures  to 
ensure  compliance  with  federal  cash  management 
regulations. 


Quality  Control  Reviews  Federal  regulations   require  SRS  personnel  to  review  client  case 

files  to  ensure  that  eligibility  and  benefits  for  Medicaid  (CFDA 
#13.714),  AFDC  (CFDA  #13.780)  and  Food  Stamp  (CFDA 
#10.551)  clients  are  properly  determined.   SRS  performs  these 
quality  control  reviews  on  random  samples  of  client  case  files. 
SRS  draws  the  samples  monthly  according  to  a  federally 
approved  plan. 

As  part  of  the  quality  control  review,  the  reviewer  recalculates 
the  benefits  paid  to  the  client.   According  to  federal  regulations, 
a  client's  benefits  are  determined  to  be  incorrectly  computed  if 
the  difference  between  the  benefits  paid  and  the  recalculated 
amount  exceeds  five  dollars.   We  found  two  instances  in  the  40 
AFDC  and  Food  Stamps  cases  we  tested  where  case  errors  were 
not  properly  reported  to  federal  agencies.   The  instances  are 
described  below. 

-  SRS  quality  control  reviewers  noted  an  error  in  income 
calculation  in  one  case  file.  The  error  caused  the  depart- 
ment to  pay  excess  AFDC  and  Food  Stamp  benefits.    After 
considering  the  response  of  county  eligibility  personnel  to 
the  error,  the  department  documented  that  the  error  was 
less  than  originally  noted  but  still  in  excess  of  the  five 
dollar  limit  for  reportable  errors.    However,  the  department 
recorded  the  case  as  a  "no  error"  case  for  quality  control 
purposes. 

-  Federal  regulations  require  that  the  reviewer  verify  owner- 
ship, license,  use  status,  and  value  for  all  vehicles  owned  by 
the  recipient's  household  members.    In  one  case  neither  the 
eligibility  technician  nor  the  quality  control  reviewer 
detected  a  car  registered  to  the  client's  wife.    As  a  result, 
the  household  received  benefits  for  two  months  for  which  it 
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was  ineligible.   The  department  recorded  the  case  as  "no 
error"  because  the  error  was  not  detected  by  the  reviewer. 

A  department  official  said  neither  case  was  reported  to  the 
federal  government  because  of  oversights  within  the  department. 
The  department  recovered  overpayments  from  the  clients  in 
accordance  with  federal  regulations. 


We  recommend  the  department: 

A.  Report  all  quality  control  errors  as  required  by  federal 
regulations. 

B.  Ensure  eligibility  technicians  and  quality  control 
reviewers  verify  vehicle  ownership,  license,  use  status, 
and  value  as  required  by  federal  regulations. 


Federal  Funds  SRS  administers  the  Low  Income  Home  Energy  Assistance 

Carryover  Program  (CFDA  #13.789).   LIHEAP,  funded  by  a  block  grant 

from  the  federal  Department  of  Health  and  Human  Services, 
provides  assistance  to  low  income  households  to  pay  heating 
costs  during  the  winter.   SRS  receives  a  block  grant  allotment 
each  year  to  operate  LIHEAP  in  Montana.   Federal  regulations 
allow  the  department  to  reallocate  and  spend  in  the  subsequent 
year  an  amount  not  to  exceed  15  percent  of  the  previous  year's 
block  grant  allotment. 

In  federal  fiscal  year  1987-88,  the  department  reallocated 
$31,207  more  than  the  15  percent  limit  set  by  federal  regula- 
tions.  When  these  funds  were  spent  in  the  following  fiscal  year, 
the  expenditures  were  not  allowable  because  SRS  did  not  have 
the  federal  spending  authority.   Therefore,  we  question  the 
allowability  of  $31,207  in  LIHEAP  expenditures. 

Although  the  department  records  LIHEAP  grant  expenditures  on 
the  state's  accounting  records,  a  department  official  said  that 
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these  records  were  not  reviewed  to  ensure  unspent  block  grant 
funds  were  properly  reallocated.   The  official  noted  that  the 
U.S.  Department  of  Health  and  Human  Services  increased  the 
federal  fiscal  year  1987-88  LIHEAP  allotment  by  $97,897  on 
September  23,  1988.   As  a  result,  SRS  had  only  a  week  to 
commit  these  funds  before  the  end  of  the  federal  fiscal  year. 


We  recommend  the  department  monitor  financial  records 
to  ensure  the  Low  Income  Home  Energy  Assistance 
Program  reallocation  complies  with  federal  regulations. 


Food  Distribution 
Program 


SRS  receives  food  commodities  from  the  U.S.  Department  of 
Agriculture  for  distribution  to  Indian  reservations,  charitable 
and  state  institutions,  nutrition  programs  for  the  elderly,  and 
nonprofit  summer  camps.   An  objective  of  the  Food 
Distribution  Program  is  to  improve  the  diets  of  children  and 
other  needy  persons  not  participating  in  the  Food  Stamps 
Program.   In  fiscal  years  1987-88  and  1988-89,  the  department 
distributed  $7.1  and  $4.4  million,  respectively,  in  food 
commodities  from  its  Helena  warehouse.   The  following  four 
report  sections  discuss  compliance  and  control  concerns  related 
to  the  Food  Distribution  Program. 


Inventory  Systems 


The  department  maintains  three  separate  inventory  systems  for 
food  commodity  inventories  (CFDA  #10.550).   One  system  is 
maintained  on  the  state's  mainframe  computer  and  the  other  two 
are  manual  systems.   Department  personnel  said  the  computer 
system  is  not  reliable,  but  is  used  to  generate  forms  and  reports. 
In  addition,  a  department  official  indicated  the  department 
maintains  duplicate  manual  systems  at  the  program  office  and 
the  warehouse  to  ensure  the  records  are  available  if  those  at  the 
warehouse  are  accidently  destroyed.   We  recommended  the 
department  eliminate  this  duplication  in  our  prior  audit.   The 
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department  concurred  with  the  recommendation.   A  department 
official  said  there  had  not  been  sufficient  staff  time  to  address 
the  issue.   We  estimate  that  the  duplicate  inventory  systems  cost 
the  department  $7,700  in  personnel  time  annually. 


Recommendation  #7 

We  recommend  the  department  maintain  only  one  food 
commodity  inventory  record  keeping  system. 


Distribution  Controls  Federal  regulations  require  state  agencies  and  their  subrecipients 

to  maintain  records  to  document  the  receipt,  disposal  and 
inventory  of  donated  foods.   These  regulations  also  state  that  the 
failure  of  a  distributing  agency  to  maintain  accurate  and 
complete  records  shall  be  considered  prima  facie  evidence  of 
improper  distribution  or  loss  of  donated  food  by  the  agency.    If 
this  occurs,  the  department  can  be  held  liable  for  the  cost  of  lost 
or  improperly  distributed  food  commodities. 

The  department  uses  a  standard  requisition  form  to  maintain 
control  over  distribution  of  food  commodities  (CFDA  #10.550) 
to  subrecipients.   The  subrecipient  agent  initiates  a  requisition 
by  entering  the  food  items  with  quantities  requested  on  the 
form,  signing  the  form,  and  sending  it  to  the  department's 
program  office  in  Helena.   SRS  staff  assign  a  number  to  each 
requisition,  but  do  not  always  authorize  the  requisition  by 
signature  before  forwarding  it  to  the  warehouse  for  shipment. 
Department  policy  directs  the  subrecipient  agent  to  sign  the 
shipping  invoice  upon  receipt  of  the  food  commodities  and 
indicate  the  amount  received  on  the  form.   We  tested  a  random 
sample  of  orders  from  the  distribution  log.   Of  the  26  orders 
tested,  eight  documents  did  not  have  the  subrecipients'  signature 
of  receipt. 

In  addition,  we  noted  that  the  department  had  not  implemented 
a  prior  audit  recommendation  that  recommended  the  department 
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require  signature  approval  of  food  commodity  requisitions. 
During  the  prior  audit,  department  personnel  indicated  approval 
of  a  food  commodity  requisition  occurs  when  department 
employees  put  a  sequential  number  on  the  requisition.   The 
official  indicated  since  all  requisitions  are  logged  in  at  the 
warehouse,  personnel  at  the  warehouse  would  detect  fictitious 
requisitions  if  the  requisition  number  is  not  in  the  proper 
sequence.   We  question  the  effectiveness  of  this  control  because 
we  observed  four  gaps  in  the  numbering  sequence  of  requisi- 
tions in  the  requisition  log.   The  gaps  ranged  in  size  from  as 
small  as  one  to  as  large  as  900  requisition  forms. 

A  department  official  said  one  individual  has  been  assigned  the 
duty  of  approving  commodity  requisitions  and  recording  the 
assigned  requisition  number  in  the  log.  This  individual  does  not 
always  sign  the  log.   The  requisitions  are  signed  if  someone 
other  than  the  assigned  individual  logs  the  requisition.   The 
official  attributed  the  gaps  in  log  numbering  to  human  error. 
Accountability  for  food  commodities  can  be  improved  if  all 
requisitions  are  signed  by  an  authorized  individual. 


Recommendation  #8 

We  recommend  the  department: 

A.  Implement  signature  approval  for  all  commodity 
distributions. 

B.  Require  its  employees  to  follow  prescribed 
commodity  distribution  recordkeeping  procedures. 


Expired  Food  Commodity  SRS  allowed  contracts  with  food  commodity  (CFDA  #10.550) 

Contracts  subrecipients  to  expire  during  fiscal  year  1988-89.   Of  55 

subrecipients  tested,  32  had  received  food  commodity  shipments 
during  periods  when  contracts  with  SRS  had  expired. 

The  department  executes  contracts  with  food  commodity  subre- 
cipient  agencies.  The  purpose  of  the  contracts  is  to  ensure  that 
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organizations  which  receive  food  commodities  are  eligible  in 
accordance  with  federal  regulations.   Without  a  current  contract, 
the  department  does  not  have  assurance  that  subrecipients 
remain  eligible  to  use  or  distribute  food  commodities. 

According  to  a  department  official,  the  individual  monitoring 
the  contract  file  did  not  start  to  update  contracts  in  the  file  until 
after  the  expiration  dates.  The  official  said  the  problem  was 
compounded  by  staff  turnover  in  that  position.   We  reported  this 
internal  control  weakness  in  our  prior  audit  report.   The  depart- 
ment concurred  with  our  audit  recommendation  but  did  not 
implement  it. 


Recommendation  #9 

We  recommend  the  department  maintain  current  contracts 
for  subrecipients  receiving  food  commodity  distributions. 


Tribal  Government  Audits  The  department  has  no  procedure  for  obtaining  and  monitoring 

audit  reports  of  tribal  governments  performed  under  the  provi- 
sions of  Office  of  Management  and  Budget  (0MB)  Circular  A- 
128.   This  circular  establishes  federal  audit  requirements  for 
state  and  local  governmental  units  which  receive  federal  funds. 
Tribal  governments  receive  food  commodity  distributions 
(CFDA  #10.550)  from  the  department.   The  department,  as  the 
recipient  of  federal  assistance,  is  required  by  federal  regulations 
to  have  a  system  of  monitoring  subrecipients  such  as  tribal 
governments. 

One  method  the  department  can  use  to  monitor  tribal  govern- 
ments is  to  review  audit  reports  of  the  tribal  government.   These 
audit  reports  are  already  required  by  federal  regulations.    By 
inserting  a  clause  in  the  food  distribution  contracts  with  tribal 
governments  requiring  that  copies  of  audits  of  the  tribal  govern- 
ments be  submitted  to  SRS,  the  department  can  ensure  these 
reports  would  be  available  for  use  as  a  monitoring  tool. 
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Through  review  of  these  reports,  department  personnel  could 
detect  instances  where  the  tribes  may  not  be  in  compliance  with 
federal  regulations  and  note  disclosures  of  internal  control 
weaknesses  or  questioned  costs.   A  program  manager  said  the 
department  will  amend  the  fiscal  year  1989-90  food  distribution 
contracts  with  the  tribal  governments  to  require  that  copies  of 
tribal  audits  be  sent  to  SRS. 

In  the  last  audit  we  recommended  the  department  obtain  and 
review  audit  reports  of  tribal  governments  as  required  by  0MB 
Circular  A- 128.  The  department  has  received  an  audit  report 
from  only  one  of  the  six  tribal  governments  with  which  they 
have  a  contract.   The  circular  requires  subrecipients  to  send  a 
copy  of  their  single  audit  report  to  those  agencies  that  provided 
federal  funds.   However,  the  department  should  also  include 
specific  language  in  its  contracts  with  tribal  governments 
requiring  that  the  tribe  send  a  copy  of  the  audit  report  to  the 
department  to  help  ensure  the  tribes  submit  the  report  for 
timely  review. 


Recommendation  #10 

We  recommend  the  department  obtain  and  review  audit 
reports  of  tribal  governments  as  required  by  OMB  Circular 
A-128. 


Food  Stamp  Program  Montana's  Food  Stamp  program  is  designed  to  supplement  the 

food  budgets  of  low  income  households.   The  department 
receives  food  stamps  and  funds  to  administer  the  program  from 
the  U.S.  Department  of  Agriculture.   Through  contracts  with 
counties  or  other  local  agents,  the  department  distributes  food 
stamps  to  eligible  low  income  households.   Department  person- 
nel direct  the  eligibility  determination  process  and  oversee 
monitoring  of  the  Food  Stamp  program  in  the  state.   In  fiscal 
years  1987-88  and  1988-89,  SRS  distributed  $35,249,256  and 
$35,507,662,  respectively,  in  food  stamps  and  received 
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$5,365,765  and  $4,915,921,  respectively,  in  administrative 
funding  for  the  Food  Stamp  program.   The  following  three  sec- 
tions discuss  situations  in  which  controls  over  Food  Stamps  can 
be  improved. 


Food  Stamp  Issuance  Federal  regulations  provide  three  alternative  methods  for  issuing 

Controls  food  stamps  (CFDA  #  10.551).   One  of  these  issuing  methods 

involves  the  use  of  Authorization  to  Participate  (ATP)  cards. 
Department  personnel  at  county  offices  issue  ATP  cards  to 
eligible  clients  each  month  by  mail.  Clients  present  the  ATP 
card  to  the  issuance  agent  to  receive  the  authorized  allotment  of 
food  stamps.   The  issuance  agent  cancels  the  ATP  cards  and 
issues  the  food  stamps.   When  the  agent  returns  the  cancelled 
ATP  cards  to  the  department,  department  personnel  reconcile 
ATP  logs  and  issuance  records.   This  procedure  provides  segre- 
gation of  duties  between  authorization  of  food  stamp  issuance, 
custody  of  food  stamps  and  accounting  for  food  stamp  issuance 
transactions. 

In  one  county  with  an  average  monthly  food  stamp  issuance  of 
$13,155,  we  observed  conditions  that  did  not  maintain  the 
segregation  of  duties  described  above.   One  employee  had 
custody  of  both  blank  ATP  cards  and  food  stamps.   The 
individual  prepared  ATP  cards  for  mailing,  issued  food  stamps 
and  reconciled  ATP  card  and  food  stamp  issuance  records.    As  a 
result,  the  employee  could  authorize  food  stamp  issuances  to 
fictitious  or  ineligible  individuals. 

Department  personnel  said  the  situation  occurred  after  the 
county  office  assumed  the  food  stamp  issuance  function  discon- 
tinued by  a  contract  agent.   A  department  official  said  the 
department's  office  in  the  county  did  not  have  sufficient  staff  to 
separate  eligibility  determination,  ATP  and  food  stamp  issuance 
functions.   We  believe  the  department  should  consider  restrict- 
ing issuance  hours  so  that  employee  responsibilities  could  be 
reallocated  to  properly  segregate  duties.    With  a  staff  of  three, 
the  office  could  implement  some  segregation  of  duties.   Mail 
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issuance  of  food  stamps  as  an  alternative  has  been  rejected  by 
the  county  commissioners  because  of  concerns  about  the  security 
of  food  stamps  at  the  postal  delivery  locations. 


Recommendation  #11 

We  recommend  the  department  maintain  adequate  internal 
controls  over  food  stamp  issuances. 


Other  Food  Stamp  Issues  The  federal  Single  Audit  Act  requires  that  all  instances  of 

noncompliance  with  federal  regulations  noted  during  the  audit 
be  reported.   The  food  stamp  (CFDA  #10.551)  related  issues 
described  below  do  not  indicate  significant  control  problems  at 
the  department,  but  are  cases  where  the  department  did  not 
comply  with  applicable  federal  regulations. 

-  In  one  county,  we  found  the  issuance  agent  issued  two  $10 
books  instead  of  two  $7  books  of  food  stamps.    An  over- 
issuance  in  excess  of  $5  counts  as  an  issuance  error  under 
federal  regulations.   County  officials  cited  human  error  as 
the  cause  of  the  overissuance. 

-  Federal  regulations  require  the  department  to  monitor  the 
inventory  activities  of  food  stamp  issuance  agents  for 
reasonableness  of  inventory  amounts.   The  regulations  limit 
inventory  levels  at  coupon  issuers  and  the  bulk  storage  point 
to  a  six  month  supply.   Of  the  five  counties  we  tested  for 
inventory  levels  in  fiscal  year  1988-89,  one  county  had  in 
excess  of  six  months  supply  of  coupons  in  three  of  the  six 
coupon  denominations. 


Recommendation  #12 

We  recommend  the  department  comply  with  federal  regu- 
lations concerning  food  stamp  issuance  and  inventory 
levels. 
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Medicaid  Waivers 


The  department  operates  two  programs  funded  by  Medicaid 
(CFDA  #13.714)  which  supply  services  to  clients  in  residential 
settings.  The  department  expended  $3,273,361  and  $4,727,606 
for  the  elderly  and  handicapped  and  developmental  disabilities 
waivers,  respectively,  in  the  most  recent  waiver  years.   The 
programs  allow  developmentally  disabled  and  elderly  or 
handicapped  persons  to  live  in  homes  rather  than  institutions. 
Federal  regulations  permit  the  state  to  operate  these  programs 
with  Medicaid  support  as  long  as  the  costs  of  doing  so  are  less 
than  those  of  providing  services  to  the  affected  clients  in 
institutions. 


Case  Management  Services 


SRS  obtains  case  management  services  for  developmentally 
disabled  clients  through  a  contract  with  the  Department  of 
Family  Services  (DFS).   DFS  provides  these  services  to  1,467 
developmentally  disabled  clients,  of  whom  186  participate  in  the 
waiver  program.   Department  management  estimated  it  costs 
$165,000  per  year  to  provide  case  management  services  for  this 
Medicaid  Waiver  Program.   SRS  records  the  amounts  paid  for 
case  management  services  as  a  Medicaid  administrative  expen- 
diture.  In  a  recent  program  review.  Health  Care  Financing 
Agency  (HCFA)  officials  indicated  that  expenditures  for  case 
management  services  are  not  considered  allowable  administrative 
costs.   However,  the  HCFA  report  said  expenditures  for  case 
management  services  could  be  properly  claimed  as  program  costs 
rather  than  administrative  costs  under  the  waiver  program. 


If  these  costs  had  been  claimed  as  program  costs,  the  federal 
government  would  have  reimbursed  the  department  approxi- 
mately 70  percent  of  the  costs  for  the  past  two  federal  fiscal 
years  rather  than  only  50  percent  at  the  administrative  cost  rate. 
At  the  higher  rates,  department  officials  estimated  SRS  would 
have  received  approximately  $32,000  more  in  each  fiscal  year. 

According  to  department  officials,  the  case  management  costs 
have  not  been  billed  as  a  program  cost  under  the  waiver  because 
the  random  time  motion  study  used  to  bill  social  worker  time 
does  not  adequately  distinguish  between  waiver  and  nonwaiver 
clients.   The  official  said  that  the  department  has  established  a 
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task  force  to  improve  case  management  operations  under  the 
Medicaid  plan.  The  task  force  will  consider  how  to  bill  for  case 
management  costs  at  the  program  rate. 


Recommendation  #13 

We  recommend  the  department  implement  procedures  to 
ensure  it  receives  reimbursement  of  case  management  costs 
for  developmental  disability  waiver  recipients  at  the  proper 
Medicaid  rate. 


Waiver  Year  The  Elderly  and  Handicapped  Medicaid  Waiver  program  (CFDA 

#13.714)  operates  on  a  November  1st  through  October  31st  fiscal 
year  rather  than  the  federal  or  state  fiscal  year.   Federal  regu- 
lations require  that  the  department  submit  an  annual  report 
within  six  months  after  the  close  of  the  waiver  year.   During  an 
independent  assessment  of  the  elderly  and  handicapped  waiver, 
we  reviewed  the  annual  reports  submitted  to  HCFA  for  the 
waiver  years  ended  October  31,  1987  and  October  31,  1988.   We 
also  noted  that  the  department  had  difficulty  in  reconciling  the 
expenditures  reported  on  the  annual  report  to  expenditures 
recorded  in  the  state's  accounting  records,  because  the  fiscal 
year  for  the  waiver  program  is  different  from  both  the  state's 
fiscal  year  and  the  federal  government's  fiscal  year. 

Since  the  Medicaid  waiver  annual  report  shows  the  cost  of 
services  provided  during  the  waiver  year,  SRS  extracts  these 
costs  from  the  paid  claims  computer  tape  based  on  the  dates  the 
services  were  provided,  and  a  code  used  to  describe  services 
provided  under  the  waiver  program.   The  state's  accounting 
records  also  accumulate  various  Medicaid  costs  by  service  type 
and  date  of  service.   However,  the  costs  on  the  state's  records 
are  accumulated  for  service  dates  that  coincide  with  the  state's 
fiscal  year  and  the  federal  fiscal  year  but  do  not  coincide  with 
the  waiver  year.   As  a  result,  special  computer  programming  is 
necessary  to  extract  waiver  expenditures  for  the  annual  report. 
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Further  work  is  necessary  to  reconcile  the  report  data  to  the 
expenditures  recorded  on  the  state's  accounting  records. 

Additional  staff  and  computer  costs  as  well  as  increased  risk  of 
reporting  error  could  be  avoided  if  the  elderly  and  handicapped 
waiver  program  were  reported  to  the  federal  government  using 
the  federal  or  state  fiscal  year.   We  estimate  that  the  non- 
standard waiver  fiscal  year  costs  the  state  $1,500  in  personnel 
costs  annually.   A  department  official  indicated  the  department 
would  need  federal  approval  before  it  could  change  the  wavier 
program  to  a  federal  or  state  fiscal  year. 


Recommendation  #14 

We  recommend  the  department  seek  written  federal 
approval  to  operate  the  elderly  and  handicapped  waiver  on 
a  federal  or  state  fiscal  year  to  reduce  operating  costs. 


Waiver  Payment  Controls  SRS  contracts  with  a  computer  services  facility  to  process 

Medicaid  (CFDA  #13.714)  claims.   The  firm  operates  a 
computerized  claims  processing  system  which  contains  computer 
edits  designed  to  ensure  benefit  payments  comply  with  federal 
and  state  laws  and  regulations.   The  system  generates  a  magnetic 
tape  of  amounts  to  be  paid  to  Medicaid  service  providers, 
including  those  performing  services  for  participants  in  the 
elderly  and  handicapped  waiver  program.   The  claims  are  then 
paid  through  the  state's  warrant  system. 

We  examined  the  files  of  62  elderly  and  handicapped  waiver 
clients  and  found  all  were  eligible  to  receive  waiver  benefits. 
However,  in  tests  of  expenditure  transactions  related  to  these 
clients,  we  noted  several  situations  where  benefit  payments  were 
made  even  though  the  transactions  were  not  properly  authorized 
by  case  management  personnel.   These  situations  are  discussed 
below. 
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We  observed  nine  claims  that  had  not  been  authorized  by 
case  management  personnel  at  the  time  payments  were 
made.   Four  of  the  claims  were  approved  subsequent  to 
payment  and  five  were  not  approved.   State  policy  requires 
case  management  personnel  to  authorize  these  waiver 
claims.   Personnel  at  the  computer  services  facility 
attributed  the  payment  of  unauthorized  claims  to  human 
error  and  to  the  large  claims  volume  handled. 

We  tested  the  use  of  system  edits  by  keypunch  operators  at 
the  computer  services  facility.   We  noted  that  the  system 
contained  no  prompts  on  the  computer  screen  which  would 
require  the  keypunch  operator  to  check  the  claim  form  for 
proper  authorization  before  entering  the  claim  on  the 
system.   We  observed  this  occurring  only  for  transactions 
involving  certain  nursing  transaction  codes.   A  claim  for 
this  type  of  service  that  we  traced  from  a  client  file  had  not 
been  authorized  by  the  case  management  team.   A  depart- 
ment official  said  the  department  did  not  specifically 
request  that  the  computer  service  facility  include  a  screen 
prompt  to  check  for  proper  authorization.   Based  on  our 
observations,  we  noted  data  processing  input  screens  usually 
have  a  prompt  to  check  for  proper  authorization. 

-  One  provider  invoice  included  a  service  not  specified  on  the 
client's  plan  of  care.   Although  a  case  management 
employee  reviewed  the  invoice  and  noted  the  unallowable 
charge  which  was  less  than  $10,  the  computer  services 
facility  personnel  paid  the  charge  along  with  other  allow- 
able items.  Computer  services  facility  personnel  said  data 
entry  operators  exclude  charges  only  if  a  line  is  drawn 
through  them.   According  to  the  computer  services  facility 
management,  other  methods  of  documenting  denial  of 
charges  may  be  overlooked  because  of  the  speed  with  which 
operators  work  to  keep  up  with  claims  volume.   The 
department  should  adopt  and  communicate  to  all  personnel 
a  procedure  for  marking  denied  claim  items. 

-  The  computer  services  facility  processed  claims  for  a  pro- 
vider who  did  not  have  a  provider  enrollment  form  on  file. 
Under  federal  regulations  only  providers  who  meet  Medic- 
aid standards  for  specific  services  may  receive  Medicaid 
payment  for  these  services.   Since  the  computer  services 
facility  had  no  enrollment  form  on  file,  the  department 
could  not  document  that  the  provider  met  the  qualifications 
set  in  federal  regulations  to  receive  payment  for  the  services 
provided. 


Page  23 


Findings  and  Recommendations 


The  department  is  responsible  for  the  adequacy  of  internal 
control  procedures  over  waiver  expenditures.   Since  case 
management  and  claims  processing  services  are  provided  by 
parties  under  contract  with  the  department,  the  instances  above 
indicate  the  department  should  communicate  procedures  to  the 
contractors  so  the  desired  controls  are  implemented. 


Recommendation  #1S 

We  recommend  the  department  communicate  control 
procedures  for  authorization  of  elderly  and  handicapped 
waiver  expenditures  to  contractors  and  ensure  contractors 
implement  them  effectively. 


Contingent  Reyolying  The  department  maintains  a  contingent  revolving  fund  (CRF);  a 

Fund  checking  account  outside  the  state  treasury.   SRS  expended 

$1 1,232,000  through  this  account  in  fiscal  year  1988-89.   We 
reviewed  CRF  internal  controls  at  the  department,  at  four  state 
assumed  counties,  and  at  six  nonassumed  counties.    Based  on  our 
review,  we  determined  there  are  internal  control  weaknesses  in 
the  operations  of  the  contingent  revolving  fund.  The  depart- 
ment uses  the  CRF  predominantly  for  general  assistance  and  the 
Aid  to  Families  with  Dependent  Children  (AFDC)  Program 
(CFDA  #13.780)  payments.   The  department  also  uses  the  fund 
for  administrative  purposes  where  cash  is  needed  immediately, 
such  as  to  pay  unforeseen  travel  expenses.   Each  county  and 
district  office  has  its  own  supply  of  checks  which  can  be  written 
on  the  account.   In  each  of  the  last  three  audits  of  the  depart- 
ment and  during  the  current  audit,  we  observed  internal  control 
weaknesses  which  could  allow  persons  working  at  the  depart- 
ment offices  to  write  unauthorized  CRF  checks.   The  following 
two  sections  discuss  our  concerns  and  suggestions  for  improve- 
ment in  the  internal  control  system  for  the  CRF. 
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Segregation  of  Duties  State  policy  requires  that  different  personnel  should  have  the 

responsibility  for  authorizing  transactions,  keeping  accounting 
records,  and  maintaining  security  of  assets  if  staffing  levels 
permit.   By  segregating  employee  duties,  the  department 
increases  assurance  that  funds  are  properly  used  because  more 
than  one  person  must  participate  in  each  transaction.   We  noted 
the  following  instances  where  an  inadequate  segregation  of 
duties  exists: 

-  At  three  counties  eligibility  technicians  (ET)  determine 
eligibility  and  sign  CRF  checks  for  individuals  in  their 
caseload.  These  employees  could  authorize  and  make  pay- 
ments to  unauthorized  or  fictitious  individuals  which  may 
not  be  detected. 

-  At  one  county,  a  clerical  employee  has  access  to  the  blank 
checks  and  is  an  authorized  signer  for  the  CRF.   One  indi- 
vidual with  these  duties  has  the  ability  to  make  unautho- 
rized payments. 

Some  human  service  office  personnel  were  not  aware  of  the 
importance  of  segregation  of  duties  as  a  means  to  prevent  and 
detect  errors  and  irregularities.   County  personnel  also  cited  the 
small  number  of  staff  in  their  offices  as  a  reason  for  not  segre- 
gating duties.   Since  most  offices  have  at  least  two  or  three 
staff,  we  believe  a  more  effective  segregation  of  duties  is  pos- 
sible.  Department  officials  should  separate  incompatible  duties 
such  as  determining  client  eligibility  and  signing  CRF  checks  to 
improve  controls  over  the  CRF.   The  department  should  also 
separate  the  accountability  for  the  security  of  blank  checks  from 
the  individual  who  has  authority  to  sign  the  checks. 
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Recommendation  #16 

We  recommend  the  department  segregate  incompatible 
staff  duties  to  improve  the  security  of  Contingent 
Revolving  Fund  moneys. 


Check  Lists  SRS  prepares  a  monthly  list  of  CRF  checks  processed  by  each 

county.   By  using  the  processed  check  list,  field  office  personnel 
can  compare  the  list  of  checks  processed  with  their  records  to 
ensure  that  only  properly  authorized  checks  were  processed.   In 
our  audit,  we  found  that  none  of  the  state  assumed  counties 
were  receiving  the  processed  check  list.   Only  three  of  the  five 
nonassumed  counties  that  we  visited  which  receive  the  list  were 
using  the  list  as  intended.   An  official  at  one  nonassumed  county 
said  their  office  had  not  received  the  list  for  quite  a  while.   In 
counties  which  received  but  did  not  use  the  processed  check  list, 
officials  did  not  understand  how  the  list  was  intended  to  be 
used. 

Department  personnel  in  Helena  said  the  state  assumed  counties 
did  not  receive  the  list  because  it  was  sent  out  with  the  monthly 
county  billings.  State  assumed  counties  do  not  receive  these 
billings  because  the  state  operates  the  human  services  offices  in 
these  counties  directly.  The  department  now  sends  the  pro- 
cessed check  lists  to  state  assumed  counties.   According  to 
department  officials,  the  department  did  not  successfully  imple- 
ment use  of  the  processed  check  list  as  a  control  procedure 
because  the  initial  memorandum,  provided  to  county  personnel 
describing  the  check  comparison  procedures,  did  not  explain 
why  or  how  the  comparison  should  be  made. 
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Recommendation  #17 

We  recommend  the  department  ensure  that  CRF 
transactions  are  valid  by  comparing  the  processed  checic 
list  to  CRF  check  logs  at  each  county. 


TEAMS  Accrual  Department  accountants  accrued  contracted  services  and  equip- 

ment expenditures  in  fiscal  year  1987-88  related  to  the  develop- 
ment of  The  Economic  Assistance  Management  System 
(TEAMS).   The  accrual  increased  expenditures  by  $378,427  and 
$2,439,047  in  the  General  Fund  and  Special  Revenue  Fund, 
respectively.   TEAMS  funding  included  moneys  from  Medicaid 
(CFDA  #13.714)  Aid  to  Families  with  Dependent  Children 
(CFDA  #13.780),  and  Food  Stamps  (CFDA  #10.561).    We  deter- 
mined that  these  expenditures  did  not  meet  state  policy 
requirements  for  accrual. 

State  policy  requires  that  an  expenditure  be  a  valid  obligation  of 
the  state  if  it  is  to  be  accrued  at  year  end.   For  contracted 
services  only  commitments  related  to  unperformed,  legally- 
binding  contracts  in  process  at  year-end  are  valid  obligations. 
The  contracted  services  portion  of  the  TEAMS  accrual  was  not 
supported  by  valid  contracts.  State  policy  also  states  that 
equipment  should,  as  a  general  rule,  be  charged  against  the 
fiscal  year  in  which  a  purchase  order  was  issued.   Some  of  the 
equipment  expenditures  accrued  for  TEAMS  were  not  supported 
by  purchase  orders. 

According  to  one  agency  official,  the  department  accrued  the 
expenditures  to  prevent  the  loss  of  its  appropriation  authority 
for  the  TEAMS  project.   Another  official  said  that  such  an 
accrual  is  permissible  for  legislative  project  appropriations.    We 
were  unable  to  find  specific  mention  of  the  TEAMS  project  in 
the  appropriation  laws  or  state  statute. 
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Recommendation  #18 

We  recommend  the  department  accrue  expenditures  only 
for  valid  obligations  as  required  by  state  accounting  policy. 


Other  Federal  Compli- 
ance Issues 


SRS  receives  financial  assistance  from  several  federal  agencies 
for  various  human  service  programs.   Federal  regulations  specify 
that  grant  expenditures  are  not  allowable  for  federal  reimburse- 
ment unless  the  expenditures  are  made  in  accordance  with  state 
law.   We  observed  a  situation  where  department  noncompliance 
with  state  law  caused  us  to  question  the  allowability  of  certain 
costs. 


The  department  overexpended  the  operating  expense  budget  for 
its  visual  services  program  by  6  percent  in  fiscal  year  1987-88. 
The  appropriation  law  allows  agencies  to  overspend  operating 
plan  line  items  by  5  percent.   As  a  result,  the  department 
expended  $1,437  above  the  budgeted  limit  for  the  affected 
appropriation.   This  amount  constitutes  a  questioned  cost  for  the 
vocational  rehabilitation  grant  (CFDA  #84.126).   Department 
management  said  the  situation  was  caused  by  human  error. 


Recommendation  #19 

We  recommend  the  department  comply  with  appropriation 
laws  regarding  operating  budget  limitations. 


Data  Processing 
Security 


We  identified  several  situations  where  controls  over  access  to 
department's  electronic  data  processing  (EDP)  systems  and  data 
could  be  improved.   The  EDP  systems  used  by  SRS  contain 
information  for  services  administered  through  the  department. 
The  department  maintains  essential  data  concerning  recipients 
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who  receive  benefit  payments  on  its  EDP  system.   Benefit  pay- 
ments made  from  the  state  General  Fund  and  the  Federal  Special 
Revenue  Fund  exceed  $250  million  each  year.   Federal  benefits 
paid  through  these  systems  were  provided  by  the  U.S.  Depart- 
ment of  Health  and  Human  Services  and  the  Department  of 
Education.   Examples  of  information  on  the  system  include 
recipient's  name,  income,  medical  and  other  services  provided, 
and  benefit  payment  amounts.   Some  of  this  information  is 
confidential  and  should  be  adequately  safeguarded.   We  noted 
weaknesses  in  controls  which  could  allow  unauthorized  persons 
access  to  sensitive  information  and  allow  incorrect  payments 
under  the  various  programs  administered  by  the  department. 
Similar  weaknesses  were  noted  in  our  last  audit. 

Computer  access  controls  help  prevent  deliberate  and  accidental 
use  of  the  data  files.   Access  controls  are  physical  or  electronic 
safeguards  designed  to  ensure  computer  system  resources  are 
properly  used.   Access  controls  consist  of  input  controls  insti- 
tuted by  the  department  for  each  application  as  well  as  access 
controls  governed  by  ACF2,  the  state's  mainframe  computer 
security  software.   The  problems  identified  during  our  audit 
increase  the  potential  for  unauthorized  use  of  department  data 
and  programs.  The  following  sections  discuss  concerns  found 
during  our  audit. 


ACF2  Rules  We  reviewed  the  department's  ACF2  access  rules.   In  our 

examination,  we  identified  the  following  concerns: 

-    A  department  official  said  that  all  agency  programmers 
have  full  access  to  all  data  and  programs  for  critical 
applications  when  they  are  hired.  Such  access  allows 
programmers  to  change  data  as  well  as  programs.   A  con- 
tracted services  employee  working  as  a  programmer  also  has 
access  to  data.   In  addition,  the  data  processing  secretary 
has  full  access  to  all  data.   Access  to  data  by  employees  who 
do  not  need  such  access  to  perform  their  job  increases  the 
risk  that  data  will  be  altered  without  proper  authorization. 
Access  to  data  files  and  programs  should  be  limited  to  those 
individuals  authorized  to  process  or  maintain  particular 
systems.   Normally  two  programmers  are  assigned 
responsibility  for  maintaining  particular  computer 
applications.  These  individuals  should  be  given  access  only 
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to  programs  which  they  are  responsible  for  maintaining. 
Frequently  programmers  do  not  need  access  to  data  files 
because  other  department  personnel  are  responsible  for 
entering  or  changing  the  data.  Therefore,  department  com- 
puter security  personnel  should  evaluate  whether  individual 
programmers  need  access  to  all  data  sets  for  applications 
they  maintain. 

-    Of  17  ACF2  access  rules  related  to  users  outside  the  depart- 
ment, 1 1  granted  more  access  to  the  users  than  required.   In 
several  instances,  individuals  with  ACF2  access  no  longer 
performed  the  tasks  requiring  access  to  certain  computer 
files.   In  one  case  the  department  gave  access  to  an  individ- 
ual from  another  agency  to  perform  a  study.   Although  the 
study  was  complete,  the  individual  still  had  access.   To 
improve  system  security,  user  access  should  be  limited  to 
the  level  necessary  for  the  users  to  perform  their  jobs. 

According  to  a  department  official,  programmers  are  given 
access  to  all  datasets  so  the  department  will  have  greater  flexi- 
bility in  assigning  personnel  in  an  emergency  when  prompt 
recovery  is  desired.   We  agree  there  are  occasions  when  pro- 
grammers need  access  to  certain  data  files,  however  this  should 
be  an  exception  and  not  the  rule.   If  computer  programmers 
need  access  to  data  files,  such  access  should  be  reviewed  and 
approved  on  a  case  by  case  basis.   A  system  should  be  devised 
by  the  department  to  ensure  programmers  have  access  to  appro- 
priate program  and  data  files  in  emergencies. 

Section  53-3-1 1 1,  MCA,  specifically  requires  that  certain  infor- 
mation be  kept  confidential  and  access  to  it  be  restricted.   When 
security  rules  permit  more  access  to  computer  data  files  than 
required,  the  department  increases  the  risk  that  unauthorized 
changes  will  be  made  to  the  data.   These  unauthorized  changes 
may  not  be  detected  by  department  management. 
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Recommendation  #20 

We  recommend  the  department: 

A.  Limit  computer  access  of  its  programmers  to  the 
systems  the  individuals  are  assigned  to  maintain, 

B.  Ensure  the  access  of  programmers  outside  the 
department  is  cancelled  when  their  worli  is 
completed. 


Security  OfHcer  Functloa  An  ACF2  security  officer  can  access  all  data  and  program  files 

within  an  agency.   Because  the  security  officer  has  access  to  all 
system  files,  it  is  important  that  the  security  officer  duties  be 
segregated  from  other  data  processing  functions.   The  segrega- 
tion of  duties  between  the  programmer  and  security  officer 
limits  the  ability  of  one  person  to  perpetrate  errors  or  irregu- 
larities and  then  conceal  those  errors  or  irregularities.   The 
department  mainframe  security  officer  and  backup  security 
officer  both  are  programmers. 

The  security  officers  have  access  to  all  files.   A  programmer 
with  this  unrestricted  access  has  the  greatest  ability  to  alter  files 
on  a  computer  system  and  then  conceal  the  fact  that  the  files 
were  changed.   Department  management  said  the  department  did 
not  select  a  security  officer  from  outside  the  EDP  function 
because  the  job  requires  .5  FTE.   The  time  commitment  did  not 
fit  into  existing  job  descriptions.   We  believe  the  department 
could  segregate  the  security  officer  function  from  the  EDP 
function  by  reassigning  duties  between  existing  positions. 
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Recommendation  #21 

We  recommend  the  department  segregate  the  security 
officer  function  from  other  EDP  functions. 


Disaster  Recovery 


Section  2-15-114,  MCA,  requires  all  state  agencies  to  implement 
safeguards  to  reduce,  eliminate,  or  recover  from  threats  to  data 
and  information.   State  policy  provides  a  detailed  description  of 
the  disaster  recovery  process  required  for  systems  designated  as 
critical  by  the  agency.   This  policy  requires  the  agency  to  test 
each  critical  application  at  the  backup  computer  facility. 


Although  the  department  has  drafted  a  disaster  recovery  plan,  it 
has  not  been  tested.  Therefore,  the  department  may  be  unable 
to  efficiently  resume  operations  after  an  event  that  significantly 
damages  the  EDP  system.   A  plan  for  recovery  of  EDP  opera- 
tions after  a  disaster  is  a  key  part  of  providing  security  over 
EDP  functions.   According  to  a  department  official,  the  depart- 
ment has  not  had  sufficient  personnel  resources  to  test  their 
plan. 


Recommendation  #22 

We  recommend  the  department  test  its  EDP  backup  and 
recovery  plans  for  its  critical  mainframe  applications. 


Fund  Balances 


One  of  the  department's  Federal  Special  Revenue  Fund  account- 
ing entities  did  not  have  a  zero  fund  balance  at  fiscal  year-end 
during  either  year  of  our  audit  period.   The  accounting  entity  is 
used  by  the  department  to  account  for  its  federal  public  welfare 
grants.  The  department  receives  most  of  the  funds  flowing 
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through  this  account  from  the  U.S.  Department  of  Health  and 
Human  Services.   According  to  state  accounting  policy,  the  fund 
balance  in  this  entity  should  be  zero  by  fiscal  year-end  because 
federal  revenues  must  equal  expenditures.   The  entity  had 
negative  fund  balances  of  $771,923  and  $6,074,688  in  fiscal 
years  1987-88  and  1988-89,  respectively.   A  department  official 
indicated  that  $5,791,937  of  the  $6,074,688  negative  fund 
balance  was  caused  by  not  recording  receivables  from  the 
federal  government  at  fiscal  year-end  1988-89.   In  our  previous 
audit  report,  we  disclosed  that  the  department  had  an 
unreconciled  fund  balance  in  the  federal  accounting  entity. 

We  also  noted  the  department  has  commingled  federal  moneys 
with  nonfederal  money  in  the  federal  accounting  entity. 
According  to  a  department  official,  nonfederal  cash  has 
accumulated  in  the  federal  accounting  entity  over  a  number  of 
years.   The  department  official  said  the  commingling  of  federal 
and  nonfederal  cash  is  a  cause  of  the  unreconciled  fund  balance 
in  the  federal  accounting  entity.  The  $771,923  negative  fund 
balance  in  fiscal  year  1987-88  and  $282,751  of  the  $6,074,688 
negative  fund  balance  in  fiscal  year  1988-89  in  the  federal 
accounting  entity  resulted  from  improper  segregation  of  cash 
and  other  resources. 

Department  officials  estimate  that  it  may  require  up  to  one  half 
a  year  of  staff  time  to  trace  the  transactions  that  caused  these 
problems.   We  believe  the  commingling  of  state  and  federal  cash 
in  the  federal  accounting  entity  casts  doubt  on  the  adequacy  of 
federal  cash  management  procedures.   By  not  separating  federal 
and  nonfederal  cash,  the  department  could  be  required  by  fed- 
eral agencies  to  implement  more  restrictive  cash  management 
procedures.  Since  the  department  has  been  unable  to  identify 
the  cause  of  negative  fund  balances,  it  was  not  practical  for  us 
to  determine  the  dollar  effect  on  revenues,  expenditures,  assets, 
and  liabilities  reported  in  the  department's  financial  records. 
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Recommendation  #23 

We  recommend  the  department: 

A.        Analyze  and  correct  account  balances  in  the  federal 
Special  Revenue  Fund. 

B  Reconcile  cash  in  the  federal  accounting  entity  to 

identify  the  nonfederal  cash. 


Property,  Plant  and 
Equipment 


SRS  performs  services  in  all  56  counties  of  the  state.   In  some 
locations,  employees  work  with  both  state  and  county  owned 
equipment.   The  department's  Centralized  Services  Division  has 
responsibility  for  maintaining  controls  and  records  related  to 
state-owned  equipment.  SRS  accounting  records  showed  an 
equipment  balance  of  $2,162,000  at  June  30,  1989.   The 
department  purchased  equipment  with  moneys  from  the  U.S. 
Department  of  Health  and  Human  Services  and  the  U.S.  Depart- 
ment of  Agriculture.   In  the  following  three  paragraphs,  we 
describe  several  instances  in  which  the  department  did  not 
record  equipment  on  the  accounting  records  in  accordance  with 
state  accounting  policy. 

-  State  accounting  records  understated  equipment  acquisitions 
by  $16,240  and  $198,482  at  June  30,  1988  and  June  30, 
1989,  respectively.   State  policy  requires  that  equipment 
purchased  during  the  year  be  included  as  part  of  the  equip- 
ment balance  at  year  end.    Personnel  responsible  for 
managing  and  receiving  equipment  said  proper  procedures 
for  updating  accounting  records  at  fiscal  year  end  had  not 
been  communicated  to  them. 

-  State  policy  requires  that  intangible  assets  such  as  computer 
programs  purchased  from  outside  vendors  should  be 
recorded  in  fixed  asset  records.   The  department  did  not 
record  intangible  assets  of  $16,239  and  $70,199  in  fiscal 
years  1987-88  and  1988-89,  respectively.    Department  man- 
agement said  that  software  purchases  are  received  directly 
by  program  personnel.   As  a  result,  employees  responsible 
for  maintaining  fixed  asset  records  are  not  aware  of  soft- 
ware purchases. 
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Similar  problems  related  to  fixed  asset  accounting  were  reported 
in  the  last  audit.   We  believe  that  the  department  could  improve 
compliance  with  state  accounting  policy  by  implementing  proce- 
dures to  increase  communication  between  accounting  personnel 
and  employees  managing  equipment  records.   By  ensuring  that 
personnel  responsible  for  maintaining  inventory  records  have  the 
necessary  knowledge  of  accounting  policies  concerning  fixed 
assets,  future  errors  can  be  avoided. 


Recommendation  #24 

We  recommend  the  department: 

A.  Implement  procedures  to  improve  communication 
among  personnel  involved  in  accounting  for  fixed 
assets. 

B.  Provide  training  in  accounting  for  fixed  assets  to 
personnel  involved  in  fixed  asset  control. 


Accounting  Issues  Financial  information  of  the  department  is  used  by  department 

officials  and  legislators  to  manage  and  establish  funding  levels 
for  the  department.  The  department  uses  the  Statewide  Budget- 
ing and  Accounting  System  (SBAS)  to  record  its  financial  activ- 
ity. Section  17-1-102(4),  MCA,  indicates:  "all  state  agencies, 
.  .  .  shall  input  all  necessary  transactions  to  the  accounting 
system  .  .  .  before  the  accounts  are  closed  at  the  end  of  the  fiscal 
year  in  order  to  present  the  receipt,  use,  and  disposition  of  all 
money  and  property  for  which  the  agency  is  accountable  in 
accordance  with  generally  accepted  accounting  principles 
(GAAP)."  State  accounting  policy  requires  all  financial  trans- 
actions recorded  on  SBAS  to  comply  with  state  law. 

We  noted  the  following  instances  where  the  amounts  recorded  on 
SBAS  did  not  comply  with  state  law: 

1.  The  department  receives  a  portion  of  child  support 

collections  made  on  behalf  of  public  assistance 
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clients.   Federal  regulations  require  that  the 
department  pay  $50  each  month  to  the  family  on 
whose  behalf  the  support  was  collected.   The 
department  recorded  these  payments  as  revenue 
refunds.   A  department  official  said  these  moneys 
are  recorded  as  refunds  because  they  do  not  belong 
to  the  state.   Per  federal  regulations,  they  are 
collected  and  distributed  on  behalf  of  recipients. 
We  believe  the  benefit  established  by  federal  regula- 
tion is  actually  a  use  of  SRS  resources  which  should 
be  recorded  as  an  expenditure.    As  a  result,  expend- 
itures and  revenues  are  understated  by  $130,667  and 
$90,943  in  the  General  Fund  and  $14,006  and 
$9,357  in  the  Special  Revenue  Fund  in  fiscal  years 
1987-88  and  1988-89,  respectively. 

The  department  nets  certain  amounts  receivable 
from  the  counties  against  the  amounts  payable  to  the 
counties.   Generally  accepted  accounting  principles 
require  that  accounts  receivable  and  accounts  pay- 
able be  shown  separately  on  the  financial  records. 
Off-  setting  of  the  accounts  is  not  permitted.    As  a 
result  of  netting  this  county  financial  activity, 
expenditures  and  revenue  in  the  Special  Revenue 
Fund  were  understated  by  $525,540  and  $415,136  in 
fiscal  years  1987-88  and  1988-89,  respectively. 

A  department  official  said  the  expenditures  were 
made  by  the  county  and  should  not  be  recorded  on 
the  state's  records.   We  believe  the  department,  as 
the  recipient  of  federal  (CFDA  #13.780  and 
#10.561)  funds  and  the  grantee  under  the  federal 
programs,  should  record  all  expenditure  and  the 
revenue  activity  on  its  accounting  records. 

In  fiscal  year  1988-89,  department  accountants 
recorded  revenue  when  they  reduced  the  depart- 
ment's allowance  for  doubtful  accounts.   State 
Accounting  Policy  requires  that  an  expenditure  be 
recorded  when  increasing  the  allowance  for  doubtful 
accounts.   Expenditures  should  have  been  reduced  if 
the  allowance  for  doubtful  accounts  is  decreased. 
The  department  procedure  overstated  revenue  and 
prior  year  expenditures  by  $248,937  in  the  General 
Fund. 

Department  accountants  did  not  properly  adjust 
accounts  receivable  and  deferred  revenue  accounts 
to  reflect  the  revenue  earned  during  each  fiscal 
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year.   Department  personnel  said  these  errors 
occurred  because  year-end  accruals  were  not 
properly  reversed  in  the  following  year.    As  a  result, 
receivables  from  the  federal  government  and  prior 
year  revenue  were  overstated  by  $584,654  in  fiscal 
year  1987-88  in  the  Special  Revenue  Fund.   In  fiscal 
year  1988-89,  the  receivable  from  the  federal 
government  and  deferred  revenue  were  overstated 
by  $7,458,975. 

The  department  did  not  properly  account  for 
Medicaid  (CFDA  #13.714)  costs  disallowed  by  the 
federal  government  in  fiscal  year  1988-89. 
Although  the  department  has  not  been  billed  by  the 
federal  government  for  the  final  settlement  amount, 
the  department  has  lost  its  appeal  of  the  disallow- 
ance. Generally  accepted  accounting  principles 
require  that  contingent  liabilities  be  recorded  in  the 
financial  records  when  the  likelihood  of  an  unfavor- 
able outcome  is  probable.   As  a  result  of  the  dis- 
allowance, the  department  should  have  recorded  a 
direct  entry  to  fund  balance  and  it  should  have 
increased  liabilities  by  $315,408,  respectively,  in  the 
General  Fund  since  the  General  Fund  is  liable  for 
the  disallowed  federal  costs. 

SRS  contracts  with  the  Department  of  Health  and 
Environmental  Sciences  (DHES)  to  perform  certi- 
fication reviews  of  medical  facilities  participating  in 
the  Medicaid  program.   The  department  receives 
Medicaid  Certification  grant  money  from  the 
federal  government  and  transfers  the  funds  to 
DHES,  recording  revenue  and  expenditures,  respect- 
ively for  these  transactions.   DHES  records  revenue 
and  expenditures  when  it  receives  and  disburses 
these  funds.   As  a  result,  expenditures  and  revenue 
are  recorded  twice  on  the  state's  accounting  records. 
Special  Revenue  Fund  revenue  and  expenditures 
were  overstated  on  a  statewide  basis  by  $234,827 
and  $229,543  in  fiscal  years  1987-88  and  1988-89, 
respectively. 

Generally  accepted  accounting  principles,  require 
that  the  transactions  between  SRS  and  DHES  related 
to  Medicaid  certification  be  recorded  as  transfers. 
A  department  accountant  said  that  SRS  recorded  the 
payments  to  DHES  as  benefit  expenditures  because 
the  department  budgeted  the  payments  in  the 
benefits  expenditure  object. 
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The  following  schedule  summarizes  the  effect  that  the 
accounting  errors  identified  above  had  on  the  SRS  accounting 
records  during  the  audit  period. 


Schedule  of  Effect  for 

the  Account ine 

Issues 

Special 

General 

Revenue 

Account 

Fund 

Fund 

Revenue 

$   27,317 

$ 

(499,669) 

Expenditures 

(221,620) 

(499,669) 

Prior  Year  Expenditures 

284,937 

Prior  Year  Revenue 

584,654 

Fund  Balance 

315,408 

584,654 

Due  to  Federal  Government   (315,408) 

Receivable  from  Federal 

Government 

8 

,043,629 

Deferred  Revenue 

7 

,458,975 

♦Overstatements  (understatements) 

Recommen<latioii  #2S 

We  recommend  the  department  properly  record 
transactions  in  compliance  with  state  law. 


Statewide  Indirect  Costs 


The  department  has  not  recorded  all  statewide  cost  allocation 
plan  (SWCAP)  cost  reimbursements  in  the  General  Fund  as 
required  by  state  policy.   State  accounting  policy  requires  that 
all  agencies  determine  the  SWCAP  recovery  amount  and  move 
that  amount  into  the  General  Fund.  The  purpose  of  the  state 
policy  is  to  ensure  the  General  Fund  is  reimbursed  for  its  share 
of  indirect  costs  which  are  allocable  to  federal  programs. 
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Findings  and  Recommendations 


According  to  allocation  worksheets  prepared  by  the  department. 
General  Fund  SWCAP  cost  recoveries  should  have  been  $12,326 
and  $8,360  more  in  fiscal  years  1987-88  and  1988-89, 
respectively,  than  the  General  Fund  received.   A  department 
official  said  the  department  did  not  transfer  SWCAP  reimburse- 
ments to  the  General  Fund  for  two  grants  because  the  depart- 
ment had  expended  up  to  the  federal  limit  for  administration  for 
these  grants  (CFDA  #13.667  and  #10.568).   In  such  cases, 
additional  administrative  costs  charged  to  these  grants  would  be 
unallowable  and  the  costs  would  be  paid  by  the  General  Fund. 

By  spending  the  SWCAP  reimbursement  out  of  the  Special 
Revenue  Fund  to  offset  General  Fund  expenditures  the  depart- 
ment is  misrepresenting  the  actual  General  Fund  support  for 
federal  programs  on  the  state's  financial  records.  The  depart- 
ment is  overstating  expenditures  in  the  Special  Revenue  Fund 
and  understating  expenditures  in  the  General  Fund.   At  the  end 
of  fiscal  years  1987-88  and  1988-89,  the  department  had  suffi- 
cient appropriation  authority  to  pay  its  program  expenditures 
from  the  General  Fund.   The  department  could  have  transferred 
SWCAP  reimbursements  to  the  General  Fund  as  required  by 
state  policy. 

We  made  a  similar  recommendation  in  the  last  audit.   The 
department  did  not  fully  implement  the  recommendation,  but 
did  increase  the  number  of  grants  for  which  SWCAP  payments 
were  made  to  the  General  Fund. 


Recommendation  #26 

We  recommend  the  department  transfer  $20,686  in 
statewide  cost  allocation  plan  reimbursements  to  the 
General  Fund  as  required  by  state  policy. 
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Findings  and  Recommendations 


Contracted  Services  The  department  contracts  for  certain  services  with  outside  ven- 

dors. Of  20  contract  files  we  examined,  6  did  not  have  proof  of 
workers'  compensation  coverage  as  required  by  state  law.  State 
policy  requires  agencies  to  obtain  proof  of  insurance  from 
independent  contractors  retained  by  the  agencies.   Proof  of 
insurance  documents  that  the  department  does  not  bear  the  risk 
of  liability  for  benefits  in  the  event  the  contractor  is  injured 
while  working  on  the  state  contract. 

All  the  files  without  documentation  of  contractor  coverage  were 
from  one  division  in  the  department.   Developmental  Disabilities 
Division  management  said  that  they  were  not  aware  the  con- 
tractors should  provide  proof  of  workers'  compensation  cover- 
age. The  division  uses  Social  Services  Block  Grant  (CFDA 
#13.667)  funds  to  pay  some  of  these  contracts. 


Recommendation  #27 

We  recommend  the  department  ensure  contractors  furnish 
proof  of  Workers'  Compensation  Insurance  coverage. 
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Independent  Auditor's  Report 
&  Agency  Financial  Schedules 
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Summary  of  Independent  Auditor's  Report 


Summaiy  of  Indepen-  The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 

dent  Auditor's  Report  to  the  reader  of  the  financial  schedules  the  degree  of  reliance 

which  can  be  placed  on  the  SBAS  amounts  presented.   We  issued 
a  qualified  opinion  on  the  Schedule  of  Changes  in  Fund  Balance 
for  the  two  fiscal  years  ended  June  30,  1989  and  the  Schedule  of 
Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual  for 
the  two  fiscal  years  ended  June  30,  1989.  These  schedules  are 
misstated  because  the  department  did  not  accrue  $5,791,937  in 
federal  assistance  revenue  in  fiscal  year  1988-89.   The  reader 
should  use  caution  when  using  financial  information  from  the 
Statewide  Budgeting  and  Accounting  System  (SBAS)  included  in 
the  schedules  discussed  above. 

We  issued  an  unqualified  opinion  on  the  Schedules  of  Budgeted 
Expenditures  and  Transfers  Out  -  Budgeted  and  Actual  for  the 
fiscal  years  ended  June  30,  1988  and  June  30,  1989.   The 
unqualified  opinion  means  this  schedule  is  fairly  stated  in  all 
material  respects  and  the  user  of  this  SBAS  information  can  rely 
on  the  information  presented. 
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LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 


LEGAL  COUNSEL: 

JOHNW.NORTHEY 


STATE  OF  MONTANA 


f^Uitt  1x1  iht  ^tJ^hiniiixt  ^uMtxxtr 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDF.NT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EOP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  Social  and 
Rehabilitation  Services  for  each  of  the  two  fiscal  years  ended  June  30,  1988  and 
1989,  as  shown  on  pages  45  through  52.  These  financial  schedules  are  the  respon- 
sibility of  department's  management.   Our  responsibility  is  to  express  an  opinion 
on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  schedule  presentation.   We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's  finan- 
cial schedules  are  prepared  in  accordance  with  state  accounting  policy.   Accord- 
ingly, the  accompanying  financial  schedules  are  not  intended  to  present  financial 
position  and  results  of  operations  in  conformity  with  generally  accepted  account- 
ing principles. 

The  department  did  not  accrue  federal  assistance  revenue  in  fiscal  year 
1988-89.   As  a  result,  revenue  and  fund  balance  in  the  Special  Revenue  Fund  is 
understated  by  $5,791,937. 

In  our  opinion,  except  for  the  matters  discussed  in  paragraph  four,  the 
Schedule  of  Changes  in  Fund  Balances  for  the  two  fiscal  years  ended  June  30, 
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1989  and  the  Schedule  of  Budgeted  Revenue  and  Transfers  In  -  Estimate  and 
Actual  for  the  two  fiscal  years  ended  June  30,  1989  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department 
of  Social  and  Rehabilitation  Services  for  the  two  fiscal  years  ended  June  30,  1988 
and  1989,  in  conformity  with  the  basis  of  accounting  described  in  Note  1. 

In  our  opinion,  the  Schedule  of  Budgeted  Program  Expenditures  and 
Transfers  Out  by  Object  and  Fund  -  Budget  and  Actual  for  the  fiscal  years  ended 
June  30,  1988  and  June  30,  1989  present  fairly,  in  all  material  respects,  the  results 
of  operations  of  the  Department  of  Social  Rehabilitation  Services  in  conformity 
with  the  basis  of  accounting  described  in  Note  1. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  29,  1989 


44 


DEPARTMENT  OF  SOCIAL  &  REHABILITATION  SERVICES 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1989 


Special 
Revenue 

General  Fund  Funds 

FUND  BALANCE:  July  1,  1987  $ -0-  S  (7.271.051)^ 

ADDITIONS : 

Fiscal  Year  1987-88 

Budgeted  Revenue  &  Transfers  In  1,084,538  188,717,557 

Prior  Year  Expenditure  Adjustments  560,220  1,295,947 

Support  From  State  Of  Montana  71,488,614 

Cash  Transfers  In  44,808 

Prior  Year  Revenue  Adjustments  1,109.345 

Direct  Entries  to  Fund  Balance  9,919,560^ 

Fiscal  Year  1988-89 

Budgeted  Revenue  &  Transfers  In  1,275,419  196,583,097 

Prior  Year  Expenditure  Adjustments  747,670  612,338 

Support  From  State  Of  Montana  74,846,532 

Cash  Transfers  In  54.522 

Total  Additions  150.002.993  398.337.174 

REDUCTIONS : 

Fiscal  Year  1987-88 

Budgeted  Expenditures  &  Transfers  Out  73,111,867  190,029,878 

Prior  Year  Revenue  Adjustments  21,505 

Fiscal  Year  1988-89 

Budgeted  Expenditures  &  Transfers  Out  76,861,548  203,529,958 

Prior  Year  Revenue  Adjustments  8 .073     36 .440 

Total  Reductions  150.002.993  393.596.276 

FUND  BALANCE:  June  30,  1989  S       -0-  $  (2.530.153)^ 


^  See  footnote  8  page  51. 
^   See  footnote  9  page  51. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.   Additional  information  is  provided  in  the  notes  to  the  finan- 
cial schedules  on  pages  49  through  52. 
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DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

NOTES  TO  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1989 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of  accounting  as 
described  in  the  Montana  Operations  Manual.   Under  the  modified  accrual  basis 
of  accounting,  expenditures  are  recorded  for  valid  obligations.   A  valid  obligation 
exists  under  state  accounting  policy  when  the  related  liability  is  incurred  or  when 
the  following  conditions  have  occurred. 

If  the  appropriation  provided  funds  to  complete  a  given  project, 
the  entire  amount  of  a  service  contract  may  be  accrued  even 
though  the  services  are  rendered  in  fiscal  years  subsequent  to  the 
fiscal  year  in  which  the  expenditure  is  accrued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  prior  to  fiscal  year-end. 

Obligations  for  employer's  invested  annual  leave  and  sick  leave  are 
recorded  as  expenditures  when  paid. 

Revenues  are  recorded  when  they  are  received  in  cash,  unless  susceptible 
to  accrual.   Revenues  are  susceptible  to  accrual  if  they  are  measurable  and 
available  to  finance  expenditures  of  the  current  fiscal  period.   Intergovernmental 
revenues  received  as  reimbursements  are  recognized  based  upon  the  expenditures 
recorded.  Intergovernmental  revenues  received  but  not  earned  are  recorded  as 
deferred  revenues. 

B.  Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized  on  the 
basis  of  funds  according  to  state  law.  The  following  funds  are  presented  for  the 
department: 

General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue  sources 
that  are  legally  restricted  to  expenditures  for  specified  purposes.  This 
activity  includes  various  federal  grants  such  as  Medical  Assistance,  Food 
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Stamps,  Aid  to  Families  with  Dependent  Children  (AFDC),  Low  Income 
Home  Energy  Assistance  Program  (LIHEAP),  Vocational  Rehabilitation, 
and  Social  Services. 

2.  ANNUAL  AND  SICK  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  annual  and  25  percent  of  unused 
sick  leave  credits  upon  termination.   Accumulated  unpaid  liabilities  for  annual  and 
sick  leave  are  not  reflected  in  the  presented  financial  schedules  of  the  Department 
of  Social  and  Rehabilitation  Services.   Expenditures  for  termination  pay  are 
absorbed  in  the  annual  operational  budgets  of  the  department.   At  June  30,  1989, 
the  department  had  an  approximate  liability  of  $1,156,038  for  annual  leave  and 
$565,419  for  sick  leave. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement 
System  (PERS).   The  department's  contribution  to  this  plan  was  $923,556  in  fiscal 
year  1987-88  and  $917,495  in  fiscal  year  1988-89. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  single  account  with  one  statewide  fund  balance. 
Agencies  have  the  authority  to  pay  obligations  from  the  statewide  General  Fund  as 
long  as  they  stay  within  their  appropriation  limits.  Thus,  on  an  agency  schedule, 
the  beginning  fund  balance  will  always  be  zero  for  the  General  Fund. 

5.  INVENTORIES 

Security  Armored  Express  had  $8,551,000  and  $6,945,250  of  food  stamps 
on  hand  at  June  30,  1988  and  June  30,  1989,  respectively.  Security  Armored 
Express  contracts  with  SRS  to  store  these  food  stamps.   SRS  is  insured  for  the 
amount  in  storage  because  the  department  is  accountable  to  the  federal  govern- 
ment for  the  food  stamps  inventory.  The  department  issued  food  stamps  valued  at 
$35,193,719  in  fiscal  year  1987-88  and  $35,507,662  in  fiscal  year  1988-89.   In 
addition,  the  department  had  title  to  $2,419,654  of  food  commodities  inventory  at 
June  30,  1988,  and  $2,089,227  at  June  30,  1989  stored  in  a  leased  warehouse.  The 
department  issued  food  commodities  valued  at  $7,090,314  in  fiscal  year  1987-88 
and  $4,572,016  in  fiscal  year  1988-89. 
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LOSS  CONTINGENCIES 

The  department  faces  significant  potential  liabilities  from  the  following 


litigation: 


William  P.  McKerrnan.  et  al.  v.  SRS.   Five  individuals  request  payment  of 
wages  and  benefits  ranging  from  $1,700  to  $8,000  per  individual.   If  these 
individuals  should  prevail,  retroactive  liability  would  exist  for  approxi- 
mately 43  personal  care  attendants.   This  potential  liability  has  been  con- 
servatively estimated  at  $388,192,  exclusive  of  penalties  and  attorney  fees. 


U.S.  Department  of  Health  and  Human  Services  Disallowance.   The 
department  has  been  notified  of  a  disallowance  of  approximately  $200,000 
pertaining  to  the  Montana  Medicaid  program.  The  disallowance  resulted 
for  the  department  allowing  costs  for  attorneys  fees  and  compromised 
settlements. 


7.  MISCELLANEOUS  REVENUE 

The  majority  of  miscellaneous  revenue  are  child  support  payments 
collected  on  behalf  of  children  or  single  parents  where  a  parent  has  not  paid 
required  support  payments.   The  moneys  are  collected  by  the  Department  of 
Revenue  and  recorded  for  SRS  as  revenue  on  the  SRS  financial  records. 

8.  NEGATIVE  FUND  BALANCE 

In  the  modified  accrual  basis  of  accounting,  intergovernmental  revenues 
received  as  reimbursements  are  recognized  based  upon  the  expenditures  recorded. 
As  a  result,  accounting  entities  in  which  intergovernmental  financial  activity  is 
recorded  should  have  a  zero  fund  balance  at  the  end  of  each  fiscal  year.  Begin- 
ning and  ending  fund  balances  in  the  Special  Revenue  Fund  are  understated 
because  the  department  did  not  record  all  intergovernmental  revenues  in  accor- 
dance with  modified  accrual  basis  of  accounting.  The  July  I,  1987  negative 
Special  Revenue  Fund  balance  also  reflects  a  direct  entry  to  fund  balance  which 
reduced  the  fund  balance  by  $4,161,194.  The  June  30,  1989  negative  Special 
Revenue  Fund  balance  was  caused  when  federal  assistance  revenue  amounting  to 
$5,791,937  was  not  accrued. 

9.  DIRECT  ENTRIES  TO  FUND  BALANCE 

The  department  increased  fund  balance  by  $9,919,560  with  direct  entries 
to  fund  balance.   These  entries  include  a  residual  equity  transfer  of  $5,788,386  for 
oil  overcharge  moneys  transferred  to  the  department,  $4,161,194  to  adjust  an 
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incorrect  direct  entry  made  in  the  previous  fiscal  year  and  a  fund  balance  reduc- 
tion of  $30,020  to  correct  revenue  recorded  improperly  in  the  previous  fiscal  year. 

10.  INDIRECT  COST  RECOVFRp*^ 

The  department  misclassified  $175,793  of  federal  indirect  cost  recoveries 
as  grants,  contracts  and  donations  revenue  in  the  Special  Revenue  Fund  in  fiscal 
year  1987-88. 
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Agency  Response 


Page  53 


Page  54 


DEPARTMENT  OF 
SOCIAL  AND  REHABILITATION  SERVICES 


STAN  STEPHENS 
GOVERNOR 


JULIA  E    ROBINSON 
DIRECTOR 


STATE  OF  MONTANA' 


PO    BOX  4210 

HELENA,  MONTANA  39604-4210 

(406)  444-5622 


April    3,    1990 


To: 


From: 


Scott  Seacat 
Legislative  Auditor 

Julia  E.  Robinson^   *^ 
Director 


Subject:   FINANCIAL  AND  COMPLIANCE  AUDIT  FOR  THE  TWO 
YEARS  ENDED  JUNE  30,  1989 


Attached  is  the  Department's  response  to  each 
recommendation  made  in  the  above  mentioned  audit. 
Included  in  the  response  as  Attachment  I  is  an  update  on 
the  status  of  Prior  Audit  Recommendations  from  the  FY  86 
and  87  Legislative  Audit.  As  you  may  note  from 
Attachment  I,  since  I  became  aware  of  the  prior  audit 
deficiencies,  SRS  staff  have  made  every  effort  to  correct 
these  deficiencies  in  accordance  with  recommendations 
from  the  Legislative  Auditor's  Office.  I  would  like  to 
emphasize  my  personal  commitment  to  your  office  and  the 
Legislative  Audit  Committee  to  follow  through  on  the 
recommendations  contained  in  the  current  audit.  It  is 
my  goal  to  assure  that  when  the  next  legislative  audit 
is  completed  for  this  department,  there  will  be  no  prior 
audit  exceptions  noted. 

I  would  also  like  to  take  this  opportunity  to  express  my 
thanks  to  the  auditors  performing  the  work  necessary  to 
complete  the  audit.  They  conducted  themselves  in  a 
courteous  and  professional  manner  at  all  times. 

Attachment 
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"Working  Together  To  Empower  Montanans' 


RECOMMENDATION  #1;  The  Department  propose  changes  in  the 
Administrative  Rules  of  Montana  and  the  Medicaid  State  Plan  to 
enable  state  institutions  to  recover  all  costs  allowable  under 
Medicaid  regulations. 

Agency  Response;  Concur.  The  Department  reviewed  the  federal 
regulations  pertaining  to  retroactive  amendment  of  the  State  Plan. 
The  State  Plan  provides  the  methodology  for  Medicaid  payments  to 
institutions  in  which  the  Health  Care  Financing  Administration 
(HCFA)  participates  in  funding  the  federal  share  of  Medicaid 
expenditures. 

In  order  to  obtain  additional  federal  funding  for  increased 
Medicaid  payments,  both  the  Administrative  Rules  of  Montana  and  the 
State  Plan  must  be  amended.  Changes  to  the  State  Plan  require 
approval  by  HCFA.  Unfortunately,  State  Plan  changes  are  subject 
to  the  provisions  of  42  CFR  447.256  which  state  in  part: 

(c)  Effective  Date.  A  State  Plan  amendment  that  is  approved 
will  become  effective  not  earlier  than  the  first  day  of  the 
calendar  quarter  in  which  an  approved  amendment  is  submitted 
in  accordance  with  45  CFR  201.3(g)  and  447.253. 

The  above  cited  regulation  prohibits  seeking  additional  federal 
reimbursement  for  prior  years. 

I+-  19  the  Department's  policy  to  maximize  Federal  matching 
payments.  Accordingly,  since  1982  the  Department  has  been 
reimbursing  ICF-MR  institutions  on  a  cost-based  system  which 
incorporated  a  limiting  inflationary  growth  factor.  It  was 
believed  that  the  limiting  factors  would  more  than  provide  for  any 
and  all  cost  growth  that  would  be  experienced  by  these 
institutions. 

In  1983  the  Federal  regulations  incorporated  upper  payment  limits 
for  payments  to  long-term  care  facilities.  The  upper  limiting 
factor  for  ICF-MR  institutions  could  not  exceed  the  Medicare  market 
basket  rate  of  increase  from  the  base  year.  Inflationary  rates 
used  as  limiting  factors  for  these  institutions  in  1987  and  1988 
were  approved  by  the  Federal  Government  through  the  state  plan 
process. 

In  1989  when  the  possibility  that  our  rates  might  not  be  sufficient 
to  cover  costs  for  these  institutions  was  brought  to  the 
Department's  attention,  the  Department  did  designate  FY  1989  as  a 
new  base  year  upon  which  to  evaluate  costs.  As  a  new  base  year  is 
in  effect,  these  institutions  will  be  reimbursed  on  a  reasonable 
cost  basis  without  an  inflationary  limiting  factor. 


RECOMMENDATION  #2:    The  Department  close  the  Department  of 
Community  Affairs'  grants  and  deposit  the  indirect  cost 
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reimbursements  in  the  General  Fund. 

Agency  Response;    Concur.  The  grant  closure  process  will  be 
completed  in  April  1990. 

RECOMMENDATION  #3;   The  Department: 

A.  Adopt  procedures  to  ensure  the  state's  accounting  records 
support  federal  reports. 

Agency  Response:     Concur.   Procedures  have  been  established  to 
ensure  accurate  preparation  of  the  federal  report.   The  HCFA-64 
has  been  adjusted  to  reflect  the  prior  year  adjustments. 

B.  Request  $6,749  in  reimbursement  for  under-reported  Aid  to 
Families  with  Dependent  Children  funds. 

Agency  Response;     Concur.   Request  for  reimbursement  of  these 
funds  was  completed  in  the  October  1989  quarter. 

The  $3,428  in  Food  Stamp  costs  was  accounted  for  by  filing  a 
corrected  Federal  report.  Form  270,  on  July  20,  1989. 

C.  Submit  federal  reports  in  a  timely  manner. 

Agency  Response:  Concur.  The  Department  has  hired  a  contractor 
to  do  the  computer  programming  necessary  for  the  federal  reports. 
Completion  date  is  April  1990. 

RECOMMENDATION  #4 ;  The  Department  implement  procedures  to  ensure 
compliance  with  federal  cash  management  regulations. 

Agency  Response;     Concur.   The  Department  will  complete  the 
reconciliation  before  each  fiscal  year  end.   This  will  eliminate 
the  possibility  of  the  reoccurrence  of  the  error. 

RECOMMENDATION  #5;   The  Department; 

A.  Report  all  quality  control  errors  as  required  by  Federal 
regulations. 

Agency  Response;  Concur.  The  report  omission  was  due  to  human 
error.   The  overpayments  were  recovered  from  the  clients. 

B.  Ensure  eligibility  technicians  and  quality  control  reviewers 
verify  vehicle  ownership,  license,  use  status,  and  value  as 
required  by  Federal  regulations. 

Agency  Response;     Concur.    It  is  the  Department's  policy  to 

verify  vehicle  ownership,  licensure,  use  status,  and  value  as 

required  by  Federal  regulations.  Policy  will  be  reiterated  at 
quarterly  Corrective  Action  meetings. 
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RECOMMENDATION  #6;  The  Department  monitor  financial  records  to 
ensure  the  Low  Income  Home  Energy  Assistance  Program  reallocation 
complies  with  federal  regulations. 

Agency  Response;     Concur.  Such  a  procedure  has  been 
established. 


RECOMMENDATION  #7 ;  The  Department  maintain  only  one  food 
commodity  inventory  record  keeping  system. 

Agency  Response;  Concur.  As  stated  in  the  previous  audit 
report,  we  reviewed  options  available  and  found  that  a  new  system 
would  not  significantly  aid  in  our  efforts.  The  changes  made  in 
January  1989  have  improved  the  integrity  as  well  as  reducing  the 
inventory  error  rate,  which  has  reduced  the  time  required  to 
complete  month-end  inventories. 

RECOMMENDATION  #8;   The  Department: 

A.  Implement  signature  approval  for  all  commodity  distributions. 

Agency  Response:  Concur.  The  reorganization  of  job  functions 
in  January  1989  identified  one  position  that  would  be  primarily 
responsible  for  food  order  processing.  If  a  position  other  than 
the  primary  position  processed  an  order,  then  that  person  was/ is 
to  initial  the  order.  Other  concerns  have  been  identified  that 
will  necessitate  signature  approval  at  each  step  of  the  other 
processing. 

B.  Require   its   employees   to   follow   prescribed   commodity 
distribution  record  keeping  procedures. 

Agency  Response;  Concur.  This  agency's  procedures  are  changed 
as  federal  regulations  and  policy  changes  occur. 

RECOMMENDATION  #9:  The  Department  maintain  current  contracts  for 
subrecipients  receiving  food  commodity  distributions. 

Agency  Response;  Concur.  Although  a  procedure  was  put  in  place 
to  correct  this  finding  in  the  last  audit,  it  has  been  modified 
again  to  improve  contract  controls. 

RECOMMENDATION  #10;  The  Department  obtain  and  review  audit 
reports  of  tribal  governments  as  required  by  0MB  Circular  A-128. 

Agency  Response:  Concur.  In  March  1990  contract  amendments 
specifically  requiring  that  report  were  mailed  to  the  tribal 
governments. 
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RECOMMENDATION  #11;  The  Department  maintain  adequate  internal 
controls  over  food  stamp  issuances. 

Agency  Response;  Concur.  The  Division  will  send  a  letter,  by 
April  1,  1990,  to  all  counties  reminding  them  of  the  need  to 
separate  functions  relating  to  the  issuance  of  food  stamps.  There 
are  some  small  counties  where  there  is  no  economical  way  to 
separate  the  issuance  functions.  In  these  counties,  the  best 
possible  practice  will  be  followed. 

RECOMMENDATION  #12;  The  Department  comply  with  federal 
regulations  concerning  food  stamp  issuance  and  inventory  levels. 

Acfencv  Response;  Concur.  A  letter  of  instruction  will  be  sent, 
by  April  1,  1990,  to  all  issuance  offices  with  a  reminder  of  the 
ordering  guidelines  requirements. 

RECOMMENDATION  #13;  The  Department  implement  procedures  to  ensure 
it  receives  reimbursement  of  case  management  costs  for 
developmental  disability  waiver  recipients  at  the  proper  Medicaid 
rate. 

Agency  Response;  Concur.  In  1991  the  Department  intends  to 
request  legislative  approval  to  provide  "Targeted  Case  Management" 
to  all  individuals  served  by  the  developmental  disabilities  service 
system  (not  just  waiver  clients)  as  an  optional  service  under  the 
medicaid  state  plan. 

The  Department  currently  provides  case  management  service  to  99 
children  under  the  developmental  disabilities  waiver.  Other 
individuals  receiving  services  through  the  developmental 
disabilities  service  system,  approximately  1400  people,  receive 
case  management  services  from  Department  of  Family  Services  social 
workers.  Medicaid  has  paid  for  these  administrative  activities, 
documented  by  a  random  moment  time  study,  at  a  50/50  matching  rate. 

Case  management  funded  under  the  waiver  for  the  other  190  waiver 
recipients  has  not  been  an  option  because  the  service  has 
historically  been  provided  under  other  funding  sources  and  HCFA 
will  not  allow  cost  shifting.  Case  management  at  the  30/70 
matching  rate  under  the  state  plan  has  not  been  an  option  because 
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the  Montana  Legislature  stipulated  that  no  new  services  could  be 
provided  by  Medicaid  without  its  express  approval. 

The  Department  plans  to  request  legislative  approval  to  provide 
case  management  as  a  regular  medicaid  state  plan  service  to  all 
individuals  with  developmental  disabilities.  This  option  will 
provide  a  more  favorable  federal  matching  rate,  thereby  providing 
for  better  quality  services. 

RECOMMENDATION  #14:  The  Department  seek  written  federal  approval 
to  operate  the  elderly  and  handicapped  waiver  on  a  federal  or  state 
fiscal  year  to  reduce  operating  costs. 

Aaencv  Response:  Concur.  The  Department  has  submitted  such  a 
request  in  the  past  and  the  change  has  been  denied  by  the  federal 
government.  We  will  work  with  the  congressional  delegation  to 
change  the  law  and  submit  the  legislative  audit  as  further 
documentation  of  the  problem. 

RECOMMENDATION  #15:  The  Department  communicate  control  procedures 
for  authorization  of  elderly  and  handicapped  waiver  expenditures 
to  contractors  and  ensure  contractors  implement  them  effectively. 

Agency  Response;  Concur.  Department  personnel  will  review  the 
control  procedures  in  general,  and  the  audit  findings  in 
particular,  with  the  contractors  as  contracts  are  renewed  and 
audits  completed. 

RECOMMENDATION  #16:  The  Department  segregate  incompatible  staff 
duties  to  improve  the  security  of  Contingent  Revolving  Fund  monies. 

Agency  Response:  Concur.  Counties  have  been  notified,  in  the 
past,  by  Area  Supervisors  and  through  audit  findings  that 
authorization  and  preparation  of  First  Checks  should  be  done  by 
separate  staff  persons.  The  Division  will  continue  reminding  the 
counties  of  this  requirement  at  periodic  Corrective  Action 
meetings.  There  are  some  very  small  counties  where  no  feasible 
way  of  separating  functions  is  possible.  In  these  counties,  the 
best  possible  practice  will  be  accepted. 

RECOMMENDATION  #17:  The  Department  ensure  that  CFR  transactions 
are  valid  by  comparing  the  processed  check  list  to  CFR  check  logs 
at  each  county. 

Agency  Response:  Concur.  Counties  have  been  instructed  to 
perform  this  comparison.  The  Division  will  coordinate  with  Fiscal 
Bureau  to  assure  that  the  lists  are  sent  and  that  counties  receive 
instructions  on  how  to  use  them. 

RECOMMENDATION  #18:   The  Department  accrue  expenditures  only  for 
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valid  obligations  as  required  by  state  accounting  policy. 

Agency  Response;  Concur.  The  Department  will  make  no  further 
charges  to  the  contested  accruals.  The  Department  will  back-out, 
by  June  30,  1990,  all  charges  that  have  been  assigned  to  the 
contested  appropriation,  excepting  those  charges  that  were  made 
pursuant  to  valid  obligations  created  before  the  end  of  the  FY 
1988-89  biennium,  and  reassign  those  charges  to  the  TEAMS  FY90 
appropriation . 

RECOMMENDATION  #19;  The  Department  comply  with  appropriation  laws 
regarding  operation  budget  limitations. 

Agency  Response;  Concur.  Upon  notification  of  the  discrepancy. 
Program  instituted  a  review  procedure  to  prevent  this  from 
happening  in  the  future. 

RECOMMENDATION  #2  0;  The  Department: 

A.  Limit  the  access  of  its  programmers  to  the  systems  the 
individuals  are  assigned  to  maintain. 

Agency  Response;  Partially  concur.  The  management  intent  is 
that  all  systems  and  programming  personnel  be  able  to  work  on  any 
system  at  any  time.  The  current  flexibility  is  needed  to  cope  with 
a  workload  that  exceeds  personnel  resources. 

Implementation  of  this  recommendation  is  not  practical  in  our  work 
environment  due  to  our  data  processing  programs  inter-relationships 
and  dependency  upon  each  other.  The  majority  of  our  major  systems 
are  old,  difficult  to  maintain,  and  error  prone. 

B.  Ensure  the  access  of  programmers  outside  the  Department  is 
cancelled  when  their  work  is  completed. 

Agency  Response;  Concur.  Upon  completion  of  training,  the 
Department's  new  Security  Officer  will  review  and  update  other 
departments  use  of  SRS  data.  The  Security  Officer  will  use  an 
ACE/ 2  feature  that  automatically  terminates  security  access  for 
specified  short-term  use.  This  should  ensure  access  is  cancelled 
when  work  is  completed. 

RECOMMENDATION  #21:  The  Department  segregate  the  security  officer 
function  from  other  EDP  functions. 

Agency  Response;  Concur.  In  March  1990  the  Department  moved 
the  Backup  Security  Officer  function  from  a  Systems  Analyst  to  the 
Supervisor  of  Computer  Operations.  The  Department  intends  to  move 
the  entire  Security  Officer  function  out  of  the  Systems  and 
Programming  Section  after  the  Supervisor  of  Computer  Operations  is 
trained   and   demonstrates   the   ability   to   handle   the   work. 
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Eventually,  the  Department  may  have  a  full-time  Security  Officer 
for  mainframe  and  microcomputer  applications. 

RECOMMENDATION  #22:  The  Department  test  its  EDP  backup  and 
recovery  plans  for  its  critical  mainframe  applications. 

Agency  Response;  Concur.  The  draft  disaster  recovery  plan  for 
mainframe  computer  applications  has  not  been  tested  because  it  is 
not  current.  A  contractor  was  hired  to  perform  an  estimated  two 
month  preliminary  analysis  of  what  is  needed  to  update  the  disaster 
recovery  plan.  The  contractor  has  not  started  work  on  this  phase 
of  the  contract.  The  Department  will  decide  what  action  is  needed 
after  receiving  the  contractor's  recommendations,  due  in  June  1990, 
and  alternatives.  The  Department  concurs  that  backup  procedures 
for  critical  systems  need  to  be  tested  after  an  adequate  disaster 
recovery  plan  is  developed. 

RECOMMENDATION  #2  3:  The  Department: 

A.  Analyze  and  correct  account  balances  in  the  Federal  Special 
Revenue  Fund. 

Agency  Response;     Concur.   This  analysis  will  be  an  agency 
priority  to  be  completed  by  July  31,  1990. 

B.  Record  only  federal  cash  in  the  federal  accounting  entity. 

Agency  Response:  Partially  concur.  Technically  this  is 
impossible  on  a  daily  basis.  For  example.  Medicaid  vendor  payments 
are  made  weekly  based  on  claims  processed.  Those  claims  paid  in 
November  1989  cover  services  provided  in  June  1988,  January  1989, 
August  1989  and  October  1989;  those  time  frames  cover  three 
different  Medicaid  FFP  rates.  As  claims  are  paid,  FFP  is  drawn 
based  on  current  Federal  Year  FFP.  It  is  not  known  until  December 
1989  the  date-of-service  FFP  that  is  correct  to  have  been  drawn  to 
cover  that  period  FFP.  The  funding  mix,  Federal/State,  is 
corrected  quarterly  through  the  cost  allocation  process. 

RECOMMENDATION  #24:   The  Department: 

A.   Implement  procedures  to  improve  communication  among  personnel 
involved  in  accounting  for  fixed  assets. 
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Agency  Response;  Concur.  The  procedures  to  account  for  fixed 
assets  will  be  updated  by  April  18,  1990  and  training  provided 
thereafter. 

B.   Provide  training  in  accounting  for  fixed  assets  to  personnel 
involved  in  fixed  asset  control. 

Agency  Response;  A  training  session  will  be  held  on  April  18, 
1990  to  familiarize  all  involved  personnel  with  fixed  asset 
accounting  and  control  procedures. 

RECOMMENDATION  #2  5;  The  Department  properly  record  transactions 
in  compliance  with  state  law. 

Agency  Response;     Concur.   The  Department  concurs  transactions 
should  be  recorded  in  compliance  with  state  law. 

It  is  the  Department's  contention  that  instances  number  1  and  2 
describe  pass-through  monies  that  are  being  collected  for  the 
benefit  of  another  and  do  not  represent  expenditures  of  the 
Department  or  the  State. 

The  Department  concurs  with  the  recommendation  in  instance  #3. 

The  Department  concurs  with  the  recommendation  in  instance  #4.  This 
will  be  corrected  when  the  analysis  of  the  fund  balance  is 
completed  in  July  1990. 

The  Department  concurs  with  the  instance  #5  recommendation.  When 
the  final  dollar  amount  is  determined,  July  1990,  an  entry  will  be 
made  to  the  Federal  Special  Revenue  Fund  and  to  the  General  Fund. 

The  Department  concurs  with  the  recommendation  set  forth  in 
instance  #6.  Beginning  in  state  fiscal  year  1989-90  DHES  has  their 
own  letter  of  credit  to  draw  federal  funds  for  Medicaid 
certification. 

RECOMMENDATION  #26;  The  Department  transfer  $20,686  in  statewide 
cost  allocation  plan  reimbursements  to  the  General  Fund  as 
required  by  state  policy. 

Agency  Response;  Do  not  Concur.  The  Department  believes,  as  it 
has  in  the  past,  that  it  has  complied  with  the  state  policy  (MM  2- 

88-2)  and  statute  (Section  17-3-111,  MCA) "the  agency  shall 

endeavor,  to  the  fullest  extent  possible,  to  recover  indirect  costs 
from  federal  assistance  programs". 

When  the  Legislature  appropriates  federal  funds  to  the  Department, 
including  block  grant  funds  and  capped  federal  grants,  to  be  used 
for  direct  administrative  costs  and  client  benefits,  those  sources 
of  funds  are  not  available  for  indirect  cost  recovery.  Therefore, 
the  Department  has  transferred  recoverable  SWCAP  costs  to  the 
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General  Fund. 

The  Legislature  appropriates  funds  from  the  Special  Revenue  Fund 
for  SWCAP  recovery  transfers,  but  provides  no  appropriation  to  any 
State  agency  from  the  General  Fund  to  transfer  to  the  General  Fund 
for  unrecoverable  SWCAP  costs. 


RECOMMENDATION  #27:  The  Department  ensure  contractors  furnish 
proof  of  Workers'  Compensation  Insurance  coverage. 

Agency  Response:  Concur.  The  Developmental  Disabilities 
Division  agrees  to  have  proof  of  Worker's  Compensation  Coverage 
provided  by  the  corporations  with  which  the  Division  contracts  for 
services. 

This  proof  of  coverage  will  be  requested  of  all  corporations  prior 
to  July  1,  1990.  In  the  next  contracting  cycle,  contract  language 
will  be  changed  to  include  submission  of  this  proof  prior  to  the 
signing  of  a  contract. 
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Prior  Audit  (FY  1986  and  1987)  Recommendations 
MARCH,  1990  STATUS 

RECOMMENDATION  #4:  The  Department  close  the  Department  of 
Community  Affairs  grants  and  deposit  the  indirect  cost 
reimbursement  in  the  General  Fund. 

Agency  Response; 

Concur.  The  grant  closure  process  will  be  completed  by  June  30, 
1988. 

STATUS  3/90:  Reports  to  close  those  grants  will  be  submitted  by 
April  20,  1990. 

RECOMMENDATI ON  # 7 :  The  Department  obtain  and  review  audit 
reports  of  Tribal  Governments  as  requested  by  OMB  Circular  A-128. 

Agency  Response; 

Concur.  Proposed  federal  regulations  would  require  that  such  a 
recommendation  be  implemented. 

Upon  receipt  of  specific  instructions  from  the  USDA,  we  will 
implement  the  recommendation. 

STATUS  3/90:  Contract  amendments  for  FY  1990  have  been  mailed  to 
all  contractors  affected. 


RECOMMENDATION  #14:  The  Department  ensure  food  stamp  inventory 
levels  at  the  counties  are  maintained  in  accordance  with  federal 
regulations . 

Agency  Response; 

Concur.  The  Department  will  do  annual  desk  reviews  of  each 
issuance  location  to  ensure  adequate  levels  of  inventory  stay 
within  acceptable  federal  levels. 

This  recommendation  has  been  implemented.  Each  of  the  three 
locations  tested  and  found  to  have  had  an  excess  level  of  food 
stamp  inventory  has  received  notification  from  the  Department  in 
writing  dated  November  4,  1987  along  with  issuance  manual 
instructions  for  ordering  and  maintaining  acceptable  levels  of 
food  stamps. 

STATUS  3/90:  A  letter  of  instruction  with  ordering  guidelines 
was  sent  this  month  to  all  issuance  offices  as  a  reminder  of  this 
requirement. 
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RECOMMENDATION  #16:   The  Department: 

A.    Maintain  only  one  food  commodity  inventory  record  keeping 
system. 

Agency  Response; 

Concur.  Although  the  present  computerized  system  serves  the 
management  function  well  by  ensuring  that  supplies  shipped  to 
agencies  are  within  their  allotments,  it  needs  to  be  repaired  or 
replaced  with  one  that  more  accurately  maintains  an  inventory 
system. 

The  Department  will  be  investigating  that  possibility  within  the 
next  year. 

STATUS  3/90;  The  Department  is  contacting  new  sources  for 
assistance  in  reviewing  inventory  systems. 

RECOMMENDATION  #17:  The  Department  require  signature  approval  of 
food  commodity  requisitions. 

Agency  Response: 

Concur.   This  recommendation  is  currently  in  effect. 

STATUS  03/90:  Internal  changes  have  been  made  to  necessitate 
proper  signature  approval. 

RECOMMENDATION  #18:  The  Department  maintain  valid  contracts  for 
subrecipients  receiving  food  commodity  distribution. 

Agency  Response: 

Concur.   This  recommendation  is  currently  in  effect. 

STATUS  3/90;  Procedures  have  been  modified  to  improve  contract 
controls . 


RECOMMENDATION  #20;    The   Department   analyze   and   correct   the 
account  balances  in  the  federal  special  revenue  fund. 

Agency  Response: 

Concur.   The  Department  is  working  on  the  analysis.   The  analysis 
will  be  completed  and  corrections  made  by  fiscal  year  end  1988. 

STATUS  3/90:   Completion  of  this  analysis  is  an  agency  priority. 
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RECOMMENDATION  #23;   The  Department: 

D.    Periodically  review  the  appropriateness  of  individual  levels 
of  access. 

Agency  Response; 

Concur.  The  Department  will  review  levels  of  access  to  data  on 
an  annual  basis. 

STATUS  3/90;  Levels  of  access  are  reviewed  periodically  and 
allowed  as  deemed  necessary  to  function  most  effectively  with  the 
Departments  various  data  inter-relationships. 

RECOMMENDATION  #29;  The  Department  maintain  documentation 
certifying  Workers'  Compensation  coverage  or  an  approved 
exemption  for  contractors. 

Agency  Response; 

Concur.  This  certification  requirement  has  been  included  in  new 
contract  boilerplate  since  September,  1986,  and  coverage 
documentation  is  required  to  be  in  the  contract  file.  In 
December  1987,  this  policy  was  reiterated  to  Department 
personnel . 

STATUS  3/90:  During  FY89  and  90  several  contracts  omitted  this 
requirement.   The  deficiency  has  been  corrected. 

WP/005 
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